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SOME PROBLEMS IN THE THEORY OF 
GROWTH AND PLANNING POLICY 


So far as controversy over the past decade in the theory of growth has 
had a bearing upon planning problems (e.g. regarding investment- 
policy in underdeveloped countries), this has mainly centred on the 
question of choice of technique. As it happens, this discussion is of 
interest, not only for the sake of the immediate issue involved, but ina 
wider context, since in the critique both of private enterprise and ofa 
planned economy the question of defining an optimum technique 
and how this is in actuality determined has always been a central one. 
The question of choice of technique is far from being purely a “techni- 
cal” matter: it is one of the central economic issues concerning choice 
of methods of production, on which productivity and the demand 
both for labour and capital goods depend. It has been alternatively 
referred to in economic theoryas the problemof choice of the optimum 
combination of factors of production. 

An analytically distinct question, but one commonly associated in 
discussion with that of choice of technique, is the distribution of in- 
vestment between sectors: in particular, between production of 
capital goods and production of consumer goods. How free or con- 
strained this decision is will, of course, depend on what is assumed 
about the nature of the situation and about the objectives of policy. 

Until quite recently it was supposed by economists that there 
could be no question about either of these matters. In both cases the 
answer followed as a direct corollary from accepted economic theory. 
As regards choice of technique: this followed from a version of the 
doctrine of comparative costs, derived from the theory of marginal 
productivity. In any existing state of “factor endowment” (relative 
supplies of the factors of production), the relative marginal produc- 
tivity of the factors would influence factor-substitution and the choice 
of technique; and at the same time it would determine the com- 
parative cost of different products. Thus in a situation where capital 
is scarce and labour plentiful, the marginal productivity of capital 
will tend to be high and that of labour low. Correspondingly the 
price of capital will be high and wages will be low. The result will be 
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tu encourage a substitution of labour for capital wherever possible by 
an appropriate choice, (a) of lines cf industrial specialisation, (b) of 
the techniques for producing any particular product. Lines of pro- 
duction which from their nature tend to employ relatively much 
labour and little capital will tend to be lower-cost lines than those 
where the contrary situation prevails; and where techniques in any 
line are capable of variation, the more labour-using (or “labour- 
intensive’) technique, which economises on capital, will tend, ceteris 
paribus, to be the lower-cost method of production. 

It followed from this that there could be no dispute as to what was 
the most “economic” policy for a country in such a situation to follow 
with respect to choice of technique and allocation of investment be- 
tween industries. As regards the rate of investment (or total invest- 
ment), this must be kept within the so-called “savings-ratio”’ (the 
average proportion of national income saved). To the extent that 
this savings-ratio could be regarded as an “objective” factor in the 
situation, investment policy was to be regarded as uniquely de- 
termined so far as the proportion of national income invested was con- 
cerned. If there were unused resources in the economy, this would 
permit aggregate investment to be increased in step with increased 
national income to the extent that these resources could be brought 
into employment; but only while strictly observing the proportion be- 
tween the two (unless for any peculiar reason the marginal, or in- 
cremental, savings-ratio happened to be higher than the average 
savings-ratio). In so far as these unused resources consisted of labour, 
the fact that both total investment and national income could be 
raised by their employment was reinforcement to the case for adopt- 
ing labour-intensive methods of production; since a shift to labour- 
intensive methods would be a way of facilitating the employment of 
idle labour without a prior increase of capital as pre-condition of 
that employment. Hence in this situation the “employment” argu- 
ment and the comparative cost doctrine ran along parallel lines. 

Here was a simple and direct corollary of economic theory to 
guide economists and policy-makers. It seemed as though there 
could seldom have been a corollary of economic theory that was more 
certain and so beyond controversy. In this corollary a series of 
policies for countries with varying factor-endowments was implied, 
and for each of them a series of stages of development as this factor- 











la on en? en ee en ee 


a 


~~ 


o 


ee eee eee eee 


—e 


yy nee 

















THEORY OF GROWTH AND PLANNING POLICY 137 


endowment changed. Thus, when Soviet development, for example, 
in the 1930’s took a path in conflict with this corollary, it was taken 
for granted by economists that such a policy represented an un- 
economic and probably self-defeating attempt to leap over necessary 
stages of growth—as a policy which sacrificed economic rationality 
on the altar of national aggrandisement or for military-cum-ide- 
ological reasons. 

There is one apparent criticism of this version (as of other versions) 
of comparative cost doctrine that immediately comes to mind: 
namely, that it is a static doctrine, which bases its analysis and its 
corollaries on what the factor-endowment of a country happens to be 
at a certain date. Development, however, is a process which essen- 
tially changes this initial situaticn: for example, the process of new 
investment itself changes the stock of capital relatively to other 
factors. Unless, however, investment is unusually large relatively to 
the existing stock of capital, the situation as regards factor-ratios is 
unlikely to change at all quickly; and it will probably make rela- 
tively little difference to the corollaries of the doctrine whether one 
bases them on the factor-ratio prevailing today or on that which is 
likely to prevail in ten or even 20 years’ time. At any rate, the theory 
of successive stages in development (so far as methods of production 
are concerned) would seem to remain unimpugned. The criticism 
that corollaries of a static theory are being erroneously applied to a 
dynamic situation only has force—i.e. only makes a substantial dif- 
ference to the argument—if the application or non-application of 
these corollaries to present policy will make a considerable difference 
to the rate of change and/or to its essential character. 

It is the view that investment-policy should be judged primarily 
in terms of its effect on the rate of growth that has been the main 
ground of criticism of the traditional doctrine, or at least of its 
corollaries, in recent years. To adopt as the guiding criterion the 
effect which investment policy will have on growth turns out to yield 
substantially different conclusions from the comparative cost doc- 
trine (or factor-proportions theory)+. In particular, it indicates the 
desirability of a higher degree of capital-intensity of investment, and 

1. Different conclusions, i.e., unless one assumes that whenever there is 


surplus labour, wages fall to zero (or are to be regarded as “‘notionally” equal to 
zero). 
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also the advantage of allocating as large a proportion of investment as 
possible to the capital goods sector of industry as a means of broaden- 
ing the base for future investment (so far as this depends upon the 
capacity to produce capital goods). This discussion is already fa- 
miliar to many readers; and we shall do no more here than deal with 
one or two special aspects and implications of the argument. 

Some have supposed that the essential difference lies in the ob- 
jective or purpose of planning policy—on what is chosen to be the 
maximand; and have accordingly cast their analysis of the problem 
in these terms. The objective may be either employment, consump- 
tion or increase of investment-potential. According to which of these 
aims is given priority, a different policy will emerge; and those who 
choose the high-growth-rate path of development can do so (it is 
argued) only by sacrificing the other two objectives. 

It is, of course, true that emphasis on different objectives will lead 
to different policy-conclusions; and within certain limits the issue 
may be stated in these terms. At the same time, to base analysis on 
such a distinction can be misleading, since the distinction only holds 
within a certain time-horizon; and to speak in terms of a conflict of 
objectives only applies within that time-horizon (which may not be a 
very extensive one). Beyond it, in a longer-period view, what maxi- 
mises the rate of increase of investment will maximise also the rate of 
growth both of employment and of consumption, and will accordingly 
make the absolute level of consumption and employment greater 
than this would have been under policies aiming at their short- 
period maximisation. This fact, though it is fairly obvious once it is 
stated, has been too little appreciated. It is, therefore, more illumi- 
nating to analyse the issue in terms of the short- and long-period 
effects of different policies upon rates of growth of investment, total 
output, employment and consumption than in terms of rival and 
conflicting policy-objectives. 

Analysis will, of course, depend on what is assumed to be the 
primary investment-determinant. The traditional (perhaps one 
should say here pre-Keynesian) notion that such a determinant was 
to be sought in some kind of “‘savings fund”’ cannot be maintained in 
a situation of unemployed resources; since anything which increases 
national income will ipso facto augment this “savings fund”’ (accord- 
ing to the prevailing savings-ratio) ; so that to this extent an increase 
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of investment which raises the national income will be “‘self-financ- 
ing’. Does this mean that there is no economic “ceiling” on in- 
vestment short of a rate of investment that immediately absorbs all 
unused resources into production? This might seem to be the impli- 
cation of some, at least, post-Keynesian discussion, particularly on 
the part of the extremer advocates of “deficit financing” as a panacea 
in underdeveloped countries. 

Evidently, if there is a limiting factor short of the full employment 
of all resources, this must be sought, not in a “savings fund”? which 
itself varies with the size of the national income (nor even in a 
“savings ratio” which depends on the “propensities” of individual 
income-receivers), but in some more fundamental “real” factor con- 
cerned with production. In a certain sense it would be true to say 
(as some have done) that there would be no such limit if all the 
factors of production (and not only labour) were in surplus supply. 
There would then be no economic limit (apart from organisational 
difficulties or deficiency of demand) to an increase in the national 
income resulting from using these surplus resources in appropriate 
combination with one another. Abstractly this is true; but such a 
statement is too general to be at all helpful. A situation of under- 
development requiring investment to overcome its backwardness is 
by definition deficient in capical equipment (otherwise an investinent 
programme would be irrelevant to its problems) ; and it is not at all 
illuminating to say that the limit upon investment consists in the 
deficiency of capital which is the source of the need for investment. In 
a certain sense, as we shall see, this limit does consist in a scarcity of the 
existing stock of capital equipment, but in a very specific and par- 
ticular sense. 

There are two particular limiting factors which can be seen at once 
to be relevant to the problems of development and of underdevelop- 
ment. One of these is the supply of wage-goods available to meet the 
consumption-needs of workers employed in what one may call the 
investment sector of the economy (meaning by this the sector which 
includes both the actual work of building and construction and the 
manufacture of the constructional materials and equipment used and 
installed in the course of construction). This supply of available 
wage-goods will itself depend upon the surplus of production over 
consumption in the wage-goods industries themselves (these will in- 
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clude agriculture, so that in a peasant country this will largely 
depend on the productivity of peasant agriculture compared with 
peasant consumption). The second limiting factor is the productive 
capacity of the industries producing capital goods of all kinds—a 
productive capacity determined by the size of the installed capital 
equipment in this group of industries. It may be held that as bottle- 
necks these are likely to be jointly operating, not alternative, factors. 
This is probably true; yet at the same time one of them is likely in any 
given situation to be the more effective bottleneck, and policy-con- 
clusions to be drawn from theory are affected by which of them is 
assigned priority as the effective limit. It may well be that their 
relative importance changes at different stages of development, 
and even that stages of development are to be distinguished, for 
analytical purposes, by which of them is dominant at any particular 
time. 

It will be immediately apparent that the surplus of wage-goods 
(surplus of production over consumption of them by their producers) 
bears analogy with the savings-ratio which we have mentioned and 
which forms the crux of some theories of growth (e.g. those of the 
Harrod-Domar type). Yet when it is set more concretely in this 
particular context, it has an important difference: attention is at 
once drawn to one way in which the ratio may be raised, namely by 
raising labour productivity. This is, indeed, the crux of the case for 
choosing more capital-intensive techniques than the traditional 
theory would allow—a case which has been argued by Dr. A. K. SEN 
and by the present writer. There will be no advantage, from the 
standpoint of growth, in raising this ratio indefinitely, since more 
capital-intensive equipment is generally (though not by any means 
in all cases) more costly to produce in the first instance; and at some 
point this rise in cost will offset (in its effect on the use of a given in- 
vestment-potential to promote growth) the favourable effect on the 
investment-potential of the rise in the surplus-ratio. It can be shown 


2. A. K. Sen in Quarterly Journal of Economics, November 1957, also in his 
Choice of Techniques, Blackwell, Oxford 1960; M. Doss, An Essay on Economic Growth 
and Planning, Routledge and Kegan Paul, London 1960. An analogous investment- 
criterion was developed independently by W. GALENsoN and H. LEIBENSTEIN in 
Quarterly Journal of Economics, August 1955; also c.f. H. LEmenstein, Economic 
Backwardness and Economic Growth, New York 1957. 
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that this optimum point will come sooner, the larger is the existing 
surplus-ratio in the wage-goods industries, and conversely. 

In a simplified two-sector model used by the present writer this is 
formally expressed by saying that, if pp and #; stand for the produc- 
tivity of labour in the consumer goods (or wage-goods) sector and the 
investment sector (producing capital goods) respectively, there will 
be a certain relationship between a rising value of f- and falling 
values of p; (1/p; being the cost of capital goods). Writing LZ, and L; 
for the labour force of the two sectors and 


a a pbe—w 
— — eee 


for the ratio of surplus product to wages (= consumption) in the 
consumption goods sector, the output of capital goods can be seen to 
depend on the size of L; pi, and Z; in turn on L,-s/w. The condition 
for maximising L; p;, and hence the rate of growth of the economy, is 
that a relation between f- and f; should normally be chosen such 
that the following condition is fulfilled: 

eo 


pi - pe 5 

Only in the limiting case where w = 0 would this be at the point 
where the proportionate rise of f¢ is equal to the proportionate fall of 
fi: t.e. the point where the output of consumer goods is maximised and 
the capital-output ratio minimised according to the prescriptions of 
the traditional theory*. 

Just as in the immediate future total consumption will be smaller 
ifinvestment is governed by this criterion than ifless capital-intensive 
techniques had been chosen, so also will employment be smailer. To 
this extent there is a conflict of objectives. But the conflict is no more 
than a short-period one. A policy that maximises the rate of increase 
of investment is bound very soon to maximise the rate of increase both 
of employment in general and of the output of consumption goods; 
and in the long period (which may not be so very long in time) both 
the absolute level and the increase of the latter will be greater than 


3. It can be shown that an analogous criterion for choice of technique applies 
to the investment sector itself. C.f. the present writer’s Essay on Economic Growth and 
Planning, Chapter tv. 
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if the more cautious and gradual path of development had been 
chosen. 

It should perhaps be emphasized that what we have said will 
apply (in particular, the optimum choice of technique as we have 
defined it) provided that consumption per head (i.e. w in the no- 
tation we have used) does not rise proportionately with the rise of 
productivity, consequent upon choosing the more capital-intensive 
technique. In a private enterprise economy there is no certainty that 
this will not occur, since the higher productivity will accrue as higher 
individual incomes, which may result in proportionately higher 
individual consumption. It is a familiar problem confronting de- 
velopment in countries with a peasant agriculture that the result of 
improved agricultural productivity (or alternatively of price- or tax- 
concessions in favour of agriculture) may not be to enlarge the 
marketed surplus of foodstuffs (and other products of agriculture, 
such as exportable raw materials), but simply to raise the self- 
consumption of peasant producers, or alternatively to encourage 
them to enjoy more leisure. This may well be a reason for supposing 
that a high growth-rate policy such as we have described is likely to 
be more characteristic of planned socialist economies, or at least of 
economies with a large State sector, than of free market capitalist 
economies. 

Distinct, though in some ways analogous, considerations apply to 
the allocation of investment between sectors, in particular between 
the sector producing capital goods and the sector producing con- 
sumer goods. If we regard the existing level of consumption per head 
of the labour force as a datum in our problem (i.e. that it cannot be 
reduced, whether for reasons of human efficiency or for socio-political 
reasons) then this allocation is determined for us, within very narrow 
limits, and we have little or no choice in this matter. Output-capacity 
in the consumption goods industries must expand in step with total 
employment; hence an expansion of the capital goods sector, unless 
it is accompanied by a shift towards more labour-saving techniques, 
cannot proceed faster than that of the consumer goods industries. To 
put it in another way: employment in the investment sector can 
grow no faster than the surplus production of the wage-goods 
sector‘, and short of a raising of productivity as a result of ration- 


4. This is equivalent in our notation to L; = Lee s/w. 
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alised organisation or improved technique, investment must be so 
allocated as to keep the growth-rates of the two sectors uniform. 

If, however, real wages are sufficiently flexible, or technical 
innovation is sufficiently rapid (or if, alternatively, consumption 
and/or the supply of capital goods can be augmented by improved 
terms of trade with other countries or with an agricultural hinterland 
of the developing economy), then it will be possible to expand the 
investment sector more rapidly than the rest of the economy. To do 
so, by augmenting the productive capacity of industries producing 
capital goods, will to this extent increase the investment-potential, 
and hence the rate at which the system can grow, at future dates. 
While this will mean (unless technical innovation is sufficiently 
rapid) that consumption will grow more slowly than employment, so 
long as the proportion of investment directed to the investment 
sector is being raised®, it should be noted that this is not to say that 
total consumption will not increase. It will, of course, increase more 
slowly in the immediate future than if investment-priority had been 
given to the consumption goods industries instead of to capital 
goods industries. But, again, after a certain date in the future total 
consumption under the high-growth-rate policy will rise above what 
it would have been under the low-growth-rate policy, and thereafter 
its rate of increase will be more rapid. 

The simplified model to which we have been referring is essentia!ly 
a model in terms of labour and its product, in which capital does not 
figure as an abstract quantity but simply as capital goods that are 
products of labour at some previous stage of production. Our govern- 
ing principle could equally well have been expressed as a minimum 
problem in terms of cost; and in any actual economy where calcu- 
lation is in value terms it is in this form that the problem will be 
immediately expressed to those taking economic decisions (whether 
centrally by planners or “‘decentrally”’ by administrators of particular 
industries or managers of particular enterprises). How does our 
principle appear when expressed in this way? What kind of price- 
policy is conducive to the taking of the right kind of decisions? 

The principle of which we have spoken amounts essentially (in 
terms of our model) to minimising labour input to produce a given 


5. More strictly, so long as it is maintained above a certain “‘critical level’’, as 
explained in the writer’s Essay, pp. 66-7. 
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quantum of output (or alternatively of maximising the output of a 
given quantity of labour) in face of whatever 1s the assumed investment- 
determinant. The latter, however, (e.g. the surplus-product of the 
wage-goods sector) itself becomes an object of maximisation; and its 
maximisation is given priority (so far as maximum growth is the aim) 
over the other whenever the two objectives conflict. This needs, 
perhaps, a further werd of explanation, if only because it has a 
bearing on the question of rationality and its interpretation in a 
planned economy, and hence on the question of rational price-policy. 

Older discussion of such questions (e.g. that among English- 
speaking economists in the 1930’s) was usually cast in terms of the 
allocation of various “factors of production” and of “marginal 
productivity’. But in the model we have been using, as we have said, 
capital does not figure as an independent “‘factor’’; while the exist- 
ence of scarce natural resources is ignored. Professor CHARLEs BeEt- 
TELHEIM has enunciated what he calls the principle of “the maximum 
economy of labour’ as the guiding principle of rationality for a 
planned economy®. An analogous principle is affirmed by Professor 
V. V. Novozuiov, one of the Russian originators of the “linear 
programming” approach to such problems’. It is stressed by both 
of these authors that a prirciple of this kind must form the basis of 
social accounting (i.e. accounting from the standpoint of society as 
a whole) 7s stinct from the “‘partial’’, or sectional, standpoint of a 
particular industry or enterprise, which may seek the least-cost 
method of producing a certain output irrespective of possible re- 
actions upon other industries. 

There are two ways, however, in which a principle of maximum 
economy of labour could be interpreted. One of these, which one may 
call the ‘“‘vulgar’’ form of it, is that the amount of labour currently 
employed to produce a given final output should be minimised, 
without qualification. Even when this was so interpreted as to include 
the cost of maintenance (or alternatively of making the appropriate 


6. Problémes Théoriques et Pratiques de la Planification, 2nd ed., Paris 1951; and 
again in Studies in the Theory of Planning, Bombay and London 1959. 

7. “Ismerenie Zatrat i ikh Resultatov v Sotsialisticheskom Khoziaistva” 
(Comparison of Expenditures and their Results in a Socialist Economy) in 
Primenenie Matematiki v Ekonomicheskikh Issledovaniakh (The Use of Mathematics in 
Economic Investigations), ed. V. S. NemcHINov, Moscow 1959, pp. 42-213. 
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contribution to replacement) of capital goods used in current pro- 
duction, this would imply the use of the most productive known 
technique, however capital-intensive, so long as the increase in 
capital-intensity yielded any addition, however small, to net pro- 
ductivity (in the notation of our example used above, it would imply 
choosing the highest possible value of ~-, when this was interpreted 
net of the cost of maintenance or replacement of capital equipment). 
Manifestly this would be a quite impracticable interpretation, save 
as a very long-term goal (in some long-run stationary state where 
technical innovation had ceased and “‘capital saturation” had been 
reached). 

The only reasonable way in which the principle of maximum 
economy of labour can be interpreted as a planning principle is as 
being relative to a given investment constraint: 7.¢., to a given ex- 
isting productive capacity for producing capital goods, whether this 
be defined in terms ofa given labour force in this productive sector or 
of a given quantity of capital equipment. In this form it amounts to 
minimising the quantity of labour required to produce a given 
quantum of output in each sector without adversely affecting output and 
employment in the other sector’. What this principle actually implies will 
depend on what is assumed to be the investment determinant. But 
in this form it implies that investment at any one date is strictly 
limited and cannot be indefinitely extended. 

The interpretation of it adopted by Professor V. V. NovozHILov is 
as follows. A certain ratio of so-called “‘marginal effectiveness of 
investment” is calculated, such that a given quantity of investment 
funds will be allocated without surplus or deficiency when these 
funds are allocated according to a uniform ratio in all uses and when 
the possible investment projects are arranged in an order of their 
effectiveness, and all projects yielding an effectiveness-ratio higher 
than the ratio selected as standard are given priority. This ratio is 
defined as that of the reduction of operating cost (or prime cost) 
resulting from a given increase of investment to the absolute amount 
of this increase of investment. Thus, where C, and C, stand for the 


8. Strictly speaking, this condition is not quite symmetrical as between the 
two sectors: it should be stated as ‘‘without adversely affecting employment in the 
investment sector and without adversely affecting the surplus output of the con- 
sumption goods sector or its rate of increase’. 
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prime costs respectively in two projects of different technical types, 
and K, and K, for the difference in initial capital cost, the effective- 
ness-ratio is defined as 

C,—C, 


K,— Kk, 


Writing the above ratio as r, Professor NovozuiLov then proceeds 
to show that if we add rK to C to arrive at the social cost of a product 
(he calls it narodnokhoziaistvennaia sebestoimost, or national-economic 
cost), this will cause the cost of a thing to be lowest when produced 
by the technique that yields an effectiveness-ratio ofr. It is to be noted 
that rk as a magnitude will be independent of the units in which K 
and C are expressed (7.¢., the relative valuation of capital goods and 
the elements of prime costs) ; since the larger is K relatively to C, the 
smaller will be r, and conversely®. 

Thus, suppose that there are three technical variants under 
consideration such that: 


KK, < Kk, < Ky < K,andC, >C, >C, >G, 


=~ G9. Gk 
and 1 a 2 3 3 4 
Sint, £~8,* &,-t, 


C,—C; 


L = 
et K,—K, 


r; 


then it will follow that 
rk, +C, < rky+C,; also <rk,+C, and < rk,+C, 


It follows that if one adopts this principle as the basis of social costing 
(whether for the purpose of accounting prices only or of fixing actual 
prices) and alternative methods of production are chosen according 
to which of them yields the least cost, the result will be the maximum 
economy of social labour in the qualified sense of which we have 
spoken (qualified, i.e., by an investment constraint). The inclusion 
of rK as an element in cost, in addition to C, is a recognition of the 
latter constraint and is itself a reflection of it in the costing-process. 
At first sight this may seem to bear no close relation to the criterion 
for maximising growth discussed above. Reflection, however, will 
show, I think, that there is such a connection. Let us first try to express 


g. V. V. Novozuinov, loc. cit., pp. 112-115. 
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this connection in formal terms, in this way. We have said above that 
in our model a condition for maximising growth?® is that 


Hi _ we  stw 


pi be 5 


, dpe —d 
(or alternatively that . en. ae 
be bi s+w 


It can also be shown that the magnitude (s + w)/s is a measure of the 
proportional increase in surplus resulting from a proportional rise 
in pe: 1.6. 
In fe . dpe st+w_ ds 


Pe Ss 7 Ss 
Now Professor Novozuitov’s rK (which we have seen is, as a com- 
posite magnitude, independent of the relative valuation of K and C) 
when expressed as a ratio to C if C consists exclusively of wages (or 
alternatively as a ratio to that proportion of C which consists of 
wages) can be shown to be a measure of the relationship in our modei 
between the proportional change of - and the proportional change 
of pi. This relationship we have just seen is s/(s + w) when growth is 
being maximised. Accordingly, if we write as « the proportion of 
prime cost that consists of wages, rK/aC = s/(s + w), since r we have 
seen is derived by allocating investment so as to have the maximum 
effect in raising the productivity of labour!*. For any economic unit 


10. In what we have called a “‘normal’’ case where the p’s at different (vertical) 
stages of production are approximately uniform. 
11. Since r is equivalent to dp-/dpj and rK can be expressed as 


dpe 
dpi |pi 


This when divided by f¢ (which in this context would be the equivalent of C if C 
consisted exclusively of wages) becomes 


Abele 
dpi/pi 


12. This is subject to a crucial proviso, however: that the output-plan is 
appropriately fixed. If output is not fixed in a manner consistent with maximising 
growth, the above equality may not hold, since the allocation of investment is 
relative to a given pattern of output, and accordingly 7 may have different values 
for different output-patterns. 
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(e.g. an industrial enterprise) to which rK is debited as a cost as well 
as C, that method of producing a given output which minimises 
rk + C will be the most profitable (or involve the smallest loss), at 
whatever level the selling-price may be, provided that selling-prices 
are proportional to the NovozHILov cost-price. But if only Cis debited 
to it as an actual cost, that method of production will only be the most 
profitable if the selling-price is so fixed as to make profit above C 
when expressed as a ratio to aC’ = s/w: i.e. to make it greater than 
rK/«C by (s+ w)/w*. 

In commonsense terms the point of this may be expressed in this 
way. We are comparing the reduced wage-cost of producing a given 
output with the increased investment-cost of making this reduction; 
and rK is a measure of this relation. In other words, it measures the 
economy of labour resulting from more investment against the 
additional expenditure of labour in the investment sector that is 
involved thereby. With a given investment potential for the economy 
as a whole, the use of more investment in one direction involves 
reduced investment, and hence a reduced contribution to growth, 
in some other direction. This reduced contribution to growth in 
another direction is the addition to surplus that the investment could 
there have yielded (assuming that surplus is a crucial investment- 
determinant). If rK is to be an adequate measure of the social cost 
of using more investment, it must be a measure of the marginal 
contribution being made in the economy as a whole to the increase 
in labour-productivity. It follows that for relative prices to be an 
adequate reflection of social cost, whether they are prices of consumer 
goods or of capital goods, they must at each stage of production be 
proportional to C plus rk". 


_ si(s+w) | 

w/(s + w) 
So far as consumer goods ace concerned, prices will only be equilibrium-prices 
(ignoring direct taxes on wages or saving out of wages) if they are at this level (c.f. 
the present writer’s Essay, pp. 91-2, 95-6). It may also be noted that, if selling- 
prices are proportional to rk + C but diverge therefrom, total profit as a ratio 
to K will not be uniform in all industries. 

14. K will here represent, of course, the value of the capital goods used in the 
particular production-process in question, not some generalised K averaged out 
over production as a whole. The value of r will be derived, however, from a 
generalised social effectiveness-ratio applying to the economy at large. 


13. Since s/w 
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It has often been supposed that a quantity such as rX can be used 
to determine the rate of investment itself as well as its optimum 
allocation. But this is not so. Professor NovozuHiLov’s rK can only be 
derived on the basis of prior postulation of the amount of total 
investment (measured, for example, in a given aggregate output of 
the capital goods sector). Since in the real world planners can never 
make the volume of investment what they will (but can only influence 
its rate of change), one need not be unduly worried or surprised that 
theory should be unable to postulate on a priori grounds some 
optimum rate of investment. Ifin the real world investment is subject 
to definite determinants, theory is only being realistic (and is not 
being arbitrary) in starting from the postulate of a given volume of 
investment, and then investigating the limits within which, and the 
means by which, this quantum of investment can be changed over 
time. 

To view matters in this light emphasises a practical conclusion of 
some importance. This conclusion is that what matters from the 
standpoint of policy is not so much what the rate of investment (or 
the so-called “‘savings-ratio’”’) happens to be at any initial date: this 
will be largely determined for one by past history, so far at least as the 
“ceiling” on it is concerned. What matters is how that volume of 
investment is utilised, and the difference which the mode of utilising 
it makes to the rate at which that volume of investment can change. Rules for 
optimum allocation have to be cast, not in terms of static welfare- 
equations, but in terms of this rate of change. It follows, therefore, 
that to take a given pre-existing “‘savings-ratio” and extrapolate it 
into the future (as is implicitly done in many discussions of economic 
development and its limitations) tends to give an unduly conservative 
bias to development. Such a ratio derived from data about today’s 
situation or yesterday’s, relevant though it is to the construction of 
any plan, is much less of a rigidly limiting factor than is commonly 
supposed, because it is itself changed by the course of development. 
It can be changed, for example, by shifting the proportions in which 
investment is distributed between the consumption goods sector and 
the capital goods sector, and by a relative development of the pro- 
ductive capacity of the latter. The possibility of so doing is limited to 
the extent that the available supply of wage-goods is the dominant 
effective limit upon investment, since the latter situation demands an 
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expansion of productive capacity in the consumer goods industries as 
a prior condition for an expansion of investment. Even so, investment 
can be raised as a result of technical improvement which augments 
the productivity of labour; and the possibility of doing so is seen to be 
greater if one’s planning is capable of extending to a fairly wide 
time-horizon, instead of concentrating attention on maxima (whether 
of consumption or employment or welfare) viewed within a narrow 
time-horizon. 


Trinity College, Cambridge Maurice Doss 


SUMMARY 


Controversy during the past decade over the theory of growth has been 
largely concerned with the question of choice of methods of production (or of 
technique). Connected therewith is the question of distribution of investment 
between sectors. Until quite recently it was supposed that an answer to both these 
questions was afforded as a direct corollary from the theory of marginal produc- 
tivity: in particular, that where capital is scarce and there is surplus labour, 
highly labour-intensive methods of production should be favoured and the 
development of light industry be preferred to that of heavy industry. Thereby has 
been erected a theory of stages in development. 

This traditional doctrine is challenged by the view that the criterion of in- 
vestment policy should be to maximise the growth-rate of the economy by maxi- 
mising the increase of its investible surplus. The latter implies the choice of a 
higher capital-intensity of technique than the traditional doctrine would allow, 
and so far as possible assigning priority in development to the capital goods sector. 
Although in the immediate future such a high-growth-rate-policy involves a 
lower level of employment and consumption than the rival-policy, the former, by 
maximising the growth-rate of investment, will fairly soon maximise also the 
growth-rate of both employment and consumption. 

An attempt is made to relate this analysis to a problem of minimising cost, as a 
preliminary to deciding on a rational price-system for a planned economy. Its 
connection with a principle of ‘‘maximum economy of labour’’, advanced by 
some writers, is considered, two possible variants of such a principle being dis- 
tinguished; also its connection with Professor V. V. NovozHiLov’s category of 
*‘national-economic cost-price”, depending on a calculation of the “‘marginal 
effectiveness of investment’’. 
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ZUSAMMENFASSUNG 


ur Problematik der Wachstumstheorie und Wirtschaftsplanung. In der wachstums- 
theoretischen Kontroverse des letzten Jahrzehnts hat die Frage der Wahl der 
Produktionsmethoden (oder der Technik) einen breiten Raum cingenommen. 
Die Frage der Sektorverteilung der Investitionen hangt damit eng zusammen. 
Bis vor kurzem herrschte die Annahme vor, dass die Antwort auf beide Fragen 
sich in direkter Ableitung aus der Grenzproduktivitatstheorie ergebe; insbeson- 
dere, dass bei Kapitalknappheit und Uberschuss an Arbeitskraft hoch arbeits- 
intensive Produktionsmethoden begiinstigt ¢verden sollten und die Entwicklung 
der Leichtindustrie der der Schwerindustrie vorzuziehen sei. Damit wurde eine 
Theorie der Entwicklungsstufen aufgestel!t. 

Dieser traditionellen Doktrin wird die Ansicht entgegengesetzt, dass das Kri- 
terium der Investitionspolitik darin liegen sollte, die Wachstumsrate der Wirt- 
schaft durch Maximierung der Zunahme ihres investierbaren Uberschusses zu 
maximieren. Dazu muss eine héhere Kapitalintensitat der Technik gewahlt wer- 
den, als die traditionelle Doktrin es erlauben wiirde, und die Entwicklungspriori- 
tat muss soweit als méglich dem Kapitalgiitersektor zugewiesen werden. Zwar 
bringt eine solche Politik hoher Wachstumsraten fiir die unmittelbare Zukunft 
einen niedrigeren Stand von Beschaftigung und Konsum mit sich als die Alter- 
nativpolitik, doch wird sie, indem sie die Zuwachsrate der Investitionen maxi- 
miert, ziemlich bald die Zuwachsrate sowohl der Beschaftigung als des Konsums 
ebenfalls maximieren. 

Es wird versucht, diese Analyse auf ein Problem der Kostenminimierung als 
Vorbereitung der Entscheidung iiber ein rationales Preissystem fiir eine Plan- 
wirtschaft zu beziehen. Der Zusammenhang mit einem Prinzip der «maximum 
economy of labour», das einige Schriftsteller aufgesteilt haben, wird untersucht; 
dabei werden zwei mégliche Varianten eines solchen Prinzips unterschieden. 
Ebenso wird der Zusammenhang mit Prof. V. V. Novozuitovs Begriff des 
«volkswirtschaftlichen Kostenpreises» untersucht, der von einer Berechnung der 
«Grenzeffektivitat der Investitionen» («marginal effectiveness of investment») 
abhangt. 


RESUME 


Probiémes de la théorie de la croissance et de la planification économique. Durant la 
derniére décade, la controverse engagée au sujet des problémes de la théorie de 
la croissance s’est concentrée avant tout sur la question du choix des méthodes 
(ou de la technique) de production. La question de la répartition des investisse- 
ments sur différents secteurs est en étroite relation avec ce probléme. II y a trés 
peu de temps encore, on admettait de maniére générale que la réponse a ces deux 
questions pourrait étre trouvée par déduction directe en partant de la théorie de 
la productivité marginale; on croyait que notamment en cas de pénurie des 
capitaux et de surplus de main-d’ceuvre il serait indiqué de favoriser les méthodes 
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de production demandant un travail intensif et que la préférence devrait étre 
donnée au développement de l’industrie légére et non de l’industrie lourde. 
C’est ainsi que fut élaborée une théorie des degrés d’évolution. 

A cette doctrine traditionnelie s’oppose l’opinion selon laquelle le critére de la 
politique des investissements consisterait dans l’opération de maximer le taux de 
croissance de |’économie en maximant Il’accroissement de son surplus pouvant 
étre investi. I] est nécessaire pour cela de choisir une technique a plus grande 
intensité de capital que ne le permettrait la doctrine traditionnelle et de donner 
la priorité de développement dans la mesure du possible au secteur des biens 
capitaux. En comparaison 4 l’alternative précitée, il est vrai qu’une telle poli- 
tique des taux de croissance élevés détermine pour l’avenir immédiat un niveau 
plus bas tant de l’emploi que de la consommation, mais comme elle maxime le 
taux de croissance des investissements, elle maximera bienté6t également ceux 
de l’emploi et de la consommation. 

L’auteur cherche a établir le rapport entre cette analyse et un probléme de 
minimation des frais dont la solution constitue une étape préliminaire dans |’étude 
d’un systéme de prix rationnel pour une économie planifiée. La relation pouvant 
exister entre l’objet de cette étude et le principe de «maximum economy of 
labour» établi par quelques auteurs est également discutée; l’auteur distingue 
deux variantes de relations possibles. Il étudie d’autre part le rapport existant 
entre cette théorie et la catégorie du «nationsi-economic cost-price» de V. V. 
NovozuiLov, dépendant du calcul de l’effectivité marginale des investissements. 
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THE INTERNATIONAL DISEQUILIBRIUM 
SYSTEM 


The fundamental proposition of classical international trade theory, 
that there is an automatic mechanism ensuring balance-of-payments 
equilibrium, enabled the classical economists to isolate the short-run, 
dynamic process of international adjustment from the long-run, 
static theory of international barter. To this analytical separation we 
owe many of the important theorems which have come down to us 
from classical economics, and on it is based a good deal of modern 
international trade theory. This is despite the fact that the basic 
premise on which the artificial distinction depends is now out-dated: 
the history of international economic relations in the past thirty 
years has not been characterized by a persistent tendency toward 
balance-of-payments equilibrium; Hume’s law is now inapplicable. 

The decline of automaticity dates from the first attempts of central 
banks to adjust the domestic supply of notes to accord with the needs 
of trade (the banking principle) instead of the requirements of 
external equilibrium (the bullionist principle); and while these 
attempts have their origin far back in history, the abandonment of the 
bullionist principle became widespread only after the revolution in 
Federal Reserve policy during the 1920’s, and especially after legal or 
de facto recognition in post-war years of full employment as a 
primary goal of public policy. The basic instrument of the adjust- 
ment process (monetary policy) has now been diverted away from its 
original function toward the new requirement of internal stability, 
and no new weapon has been developed to cope with the balance 
of payments?. There is, therefore, a policy vacuum which gives rise 
to the international disequilibrium system, the theory of which forms the 
subject of this paper. 


1. The adjustment of the money supply to accord with the “‘needs of trade”’ 
is quite different from the adjustment to achieve “full employment without 
inflation’, but both methods imply that the ‘‘bullionist principle”’ is abandoned. 

2. Exchange rate variations and trade controls have been used as ad hoc 
policies to suit the exigencies of particular situations rather than as consistent 
instruments of equilibration. 
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Other writers have examined disequilibrium systems based on 
stereotypes of the Keynesian model in which it is assumed, sometimes 
only implicitly, that monetary factors have no influence on the level 
of effective demand or on the rate at which capital moves inter- 
nationally*. Such models serve a useful purpose in isolating the 
employment and output effects of changes in expenditure or policy, 
and often indicate the type of monetary policy which is in fact 
needed to offset these effects; but the results are subject to serious 
misinterpretation. It has, for instance, been asserted by more than 
one authority that Hume’s jaw does not apply to an economy in 
which there is saving and unemployment, or in which the Quantity 
Theory of Money does not hold. This statement is wrong, as the 
following analysis proves, and it indicates that a simple exposition of 
these matters is needed‘. 

The paper is divided into three parts. The first section describes 
the international adjustment mechanism in a sufficiently general 
way to incorporate as special cases the price-specie-flow mechanism 
of Hume and the income-specie-flow mechanism of Keynes. The 
second part is concerned with the disequilibrium system which has 
developed in recent decades, and the particular kinds of central bank 
operations needed to maintain it. The final section discusses some of 
the ad hoc policies which the authorities may pursue to restore 
equilibrium at a time when reserves become dangerously low or 
unnecessarily high. 


3. The “Keynesian” models used in international trade theory are all variants 
of the following system: 


Xe(Jry-0-9Jn) =O  (G= 1, ..., 0) 


where X; is the excess demand for the goods of the i-th country and _},, ..., yn are 
the national incomes of the n countries. This is a disequilibrium system in the sense 
that there are no equations specifying equilibrium in the balance of payments; 
but it should be remembered that it is not the international system discussed in the 
General Theory, where the monetary mechanism of adjustment is taken into account. 

4. It seems especially desirable to incorporate monetary elements explicitly 
into the theory of trade to fill a gap in analysis noted by HARBERGER as early as 
1952 and just as evident today, see [1]. See footnote 8 for examples of the mis- 
interpretation referred to above. Figures in brackets refer to the bibliography, given 
at the end of the paper. 
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I. Hume’s Law and the Process of Adjustment 


General equilibrium in an open economy requires that the markets 
for goods and services, capital, money and foreign exchange all be in 
balance in terms of both current and inventory excess demands. For 
present purposes, however, I shall suppose that it is sufficient for 
general equilibrium that: 


(1) the current supply of goods equals the current demand for goods; 
(2) the existing stock of money is demanded; and 
(3) the balance of payments is in equilibrium. 


I assume also that the conditions of balance in each of the above 
(goods, money and foreign-exchange) markets depend only on the 
level of money income, the rate of interest and the quantity of 
money; for simplicity, however, and also to show that the results are 
not dependent on the Quantity Theory of Money, I assume that a 
change in the money supply affects the level of effective demand and 
the balance of payments only insofar as it first affects the rate of 
interest®. 

The system is described in Figure 1. The curve XX traces the locus 
of interest rates and money incomes along which there is equilibrium 
in the goods market; this internal balance schedule has a negative 
slope because a rise in interest rates is deflationary and a decrease in 
money income is inflationary (in the sense that a hypothetical 
decrease in money income creates excess demand). The curve FF 
traces the locus of interest rates and money incomes along which 


5. The static system can be written symbolically as follows: 


X(y,7r) = 0 (1) 
L(y, T, m) = Q (2) 
F(y,r) = 0 (3) 


where X, L and F denote, respectively, the excess demand for goods and services 
(X = Investment — Saving + Trade Balance), the excess demand for money, and 
the balance-of-payments surplus (F = Trade Balance + Net Capital Imports) ; 
and where the three variables, y, r, and m, represent money income, the rate of 
interest and the quantity of money. The system can be generalized by incorporating 
m into equations (1) and (3). 

At this point I should like to record my indebtedness to Professor LLoyp 
MEtTz.eErR for stimulating discussion at Chicago in 1956 on the subject of the 
conditions of general equilibrium in an open economy. 
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there is equilibrium in the balance of payments; this foreign balance 
schedule has a positive slope because an increase in the rate of 
interest improves the balance of payments (by attracting capital) 
while an increase in money income worsens the balance of payments 
(by worsening the trade balance). The LL curve, on the other hand, 
requires a slightly different interpretation: it gives the pairs of 
interest rates and money incomes at which there is equilibrium in the 
money market for any given quantity of money, and it occupies a different 
position as the quantity of money varies, moving downward and to 
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Figure 1 


Money income is plotted on the ab- 
scissa and the rate of interest on the 
ordinate. The three schedules XX, 
FF and LL trace the conditions of 
equilibrium in the goods, foreign- 
exchange and money markets. LL 
shifts to the right or to the left de- 
pending on whether there is a 
surplus or deficit in the balance of 
X payments, since the money supply 
F depends on gold reserves. Only at Q 
are all markets in equilibrium. 








the right as the supply of money increases, and upward and to the left 
as the supply of money decreases®. General equilibrium of the system 
is determined at the point Y common to both the XX and FF 
schedules, with a supply of money such to make the LL curve pass 
through Q. 

So much for the static system. The adjustment process implies a 
dynamic system based on the following (admittedly over-simplified) 
postulates of the gold standard: 


6. The slopes of the three schedules are based on the following signs of the 
partial derivatives: 

Xy <0; X, <0; Ly>0; L- <0; Lm <0; Fy <0; F, ]>0 (depending on whether 
capital is mobile or not). 

The first five signs following from the theory of rational behavior or empirical 
experience; the term Fy, is negative in the Keynesian case if the marginal pro- 
pensity to import is positive, and negative in the classical case if the sum of the 
domestic and foreign elasticities of demand exceeds unity; while the last term F, 
has the indicated signs if the rate of interest does not have a predominant direct 
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(1) money income rises or falls as there is excess demand or excess 
supply of goods and services; 

(2) the rate of interest rises or falls as there is excess demand or supply 
in the money market; 

(3) bank reserves increase or decrease as there is a surplus or a deficit 
in the balance of payments (because of gold flows) ; and 

(4) the money supply increases or decreases as actual bank reserves 
exceed or fall short of desired bank reserves. 


This dynamic process can be illustrated with reference to the 
diagram. Consider a Hume-type experiment in which a fraction of 
the money supply is “annihilated overnight”. From an initial 
equilibrium position passing through Q the LL curve shifts upward 
and to the left to, say, L’L’, raising interest rates and lowering money 
income, and generating a new equilibrium in the markets for goods 
and money at Q’. But Q’ cannot be a position of over-all equilibrium 
because there is, at this point, a surplus in the balance of payments 
which stimulates a gold flow and a increase ii bank reserves, which in 
turn induces an increase in the money supply, a decrease in interest 
rates and an increase in money income. The LL curve thus begins a 
gradual shift back to its original position, the only one which permits 
general equilibrium at the point Q. 

One should be careful to note, however, that the above description 
of the dynamic adjustment process hardly begins to exhaust the 
manifold possibilities inherent in the four dynamic postulates. The 
system may be unstable (if it is, it must be cyclically unstable) ; and 
although much time and effort has been devoted to deriving the 
stability conditions in international trade, it is easily demonstrated 
that the traditional criterion for stability is neither necessary nor 
sufficient. Even restricting the system to the case where all signs 


effect on the trade balance. Also it is implicitly assumed (for simplicity) that 
capital movements do not directly affect spending, an assumption which would 
have to be modified to incorporate the modern theory of transfer in an analysis 
emphasizing long-run adjustment. See [4]. 

Note that the xx schedule does not imply full employment if wages and prices 
are inflexible. To avoid complications associated with the asymmetrical effects 
of increases and decreases in effective demand, it is preferable, for expositional 
purposes, to assume either unemployment and rigid prices and wages, or full 
employment with flexible prices and wages. 
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are “normal”, stability depends, at the very least, on the relative 
speeds of response in the three markets and on the banking reserve 
ratio’. 

Our main purpose, however, is to show the existence of an ad- 
justment process under both classical and Keynesian assumptions. 
In the classical case of price flexibility the movement of money in- 


7. The most plausible simple dynamic system expressing the gold standard 
(with commercial banking) adjustment process might be written as follows: 
dy 
dt — K, X(y, r) 
(money income moves in proportion to the excess demand for goods) ; 


dr 
a K, L(y, 1, m) 


(the rate of interest moves in proportion to the excess demand for money) ; 


ie | rn dt 
— — K; —_— —_ — Mm 





dt ~ a 


(the money supply moves in proportion to the excess reserve position of the com- 
mercial banks, where a is the fraction of liabilities that banks hold in the form of 
gold or cash, and the integral is the accumulated gold supply in the nation). The 
last equation assumes that gold is used only for banking reserves. 

The linearized form of this system has the following characteristic equation of 
the fourth order: 


—<t. «ts 0 
—K,Ly 6—K,L, —K,Lm =0 
_AsF, _*sp pik, 

a a 


from which it can be deduced that the latent roots (6,, 63, 63, 64), if real, are not 
positive (by Descartes Rule); and that whether there are complex roots with 
positive real parts or not depends partly on the relative values of K,, K;, K; and a. 
Thus instability must be cyclical, if it exists, and stability depends on the relative 
speeds of adjustment and. the banking reserve ratio. It can also be demonstrated 
that F, <0 (the traditional stability condition) is not a necessary condition for 
stability if capital is, to some.extent, mobile. 

For an explicit analysis of a system which can be considered a first approxi- 
mation of the present model see my paper [5] in which the dynamic aspects are 
more fully discussed. 
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come implies a movement of wages and prices: the diminution of the 
money supply causes a rise in interest rates which induces both a fall 
in prices and an inflow of capital, while the resulting balance-of- 
payments surplus brings in the additional foreign exchange reserves 
necessary to support a monetary expansion and, eventually, the 
original level of prices; this is the price-specie flow mechanism of 
Hume. But in the Keynesian case of price and wage rigidity, the 
decreased money supply results in higher interest rates and therefore 
an inflow of capital and a reduction in the rate of investment and 
output (because of the multiplier), a process which is eventually 
reversed as the gold inflow (due to the inflow of capital and the 
reduction in imports) supplements bank reserves and permits a 
monetary expansion; this is the zncome-specie-flow mechanism of 
Keynes. The only difference between the classical and Keynesian 
cases (apart from a difference in the mode of expression) is that the 
temporary change in money income is effected through variations 
in the price level in the one case, and adjustments in the level of 
output in the other case. In both cases the original level of prices and 
output is restored. 

The above analysis suffices to show that the validity of HuME’s law 
does not depend on full employment, zero savings®, or the Quantity 
Theory of Money. The classical propositions concerning the distri- 
bution of the precious metals, the tendency toward international 
balance and the ultimate irrelevance of changes in the quantity of 
money all have counterparts in a Keynesian world of underem- 
ployment. 

This is not to assert that Hume’s law has in fact much validity in 
modern times. But the reasons for its inapplicability have nothing to 
do with the degree of price flexibility, the rate of saving or the level 
of employment. 


8. See KinDLEBERGER [3; 181, 194] for the view that Hume’s law is valid only 
under conditions of no savings, and ScAMMELL [7; 44] (among others) for the 
belief that price effects are necessary to complete the adjustment process when 
saving exists. Both these positions are based on foreign trade multiplier theory and 
a complete neglect of the monetary mechanism. But they could be rescued if it 
were assumed that changes in the quantity of money had no effect on spending or 
interest rates; this would be the case under the extreme Keynesian assumption of 
the liquidity trap. See, on the other hand, the description of the adjustment process 
under both classical and Keynesian assumptions in Sctrovsxy [8; Chapter 2]. 
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II. Monetary Policy and the Disequilibrium System 


The automatic nature of the adjustment mechanism described in the 
preceding section depends on the link between the balance of pay- 
ments and the money supply. Under the pure gold standard the link 
is direct (gold is the money supply); under the gold standard with 
fractional reserve banking the link depends on the stability of the 
ratio between gold and bank deposits; under the gold standard (or, 
more generally, the fixed exchange-rate system), with commercial 
banking and also fiduciary note issues of the Central Bank, the link 
depends on the stability of both the ratios of cash to commercial bank 
deposits, and gold and foreign exchange reserves to cash. It is the 
variability of the latter ratio which has ruptured the link between the 
balance of payments and the money supply, and given rise to the 
“disequilibrium system”’. 

The de facto abandonment of a fixed cash-gold (-and-foreign- 
exchange-reserves) ratio is the result of monetary policies designed 
to ensure full employment and price stability. A balance-of-payments 
disequilibrium has, it is true, an automatic effect on the supply of 
cash because of the Central Bank’s fixed-exchange-parity policy, but 
this effect is cancelled if the change in the liquidity situation conflicts 
with the situation necessary for internal balance. Institutional 
arrangements vary according to country: in some the liquidity effect 
is automatically cancelled by offsetting open market purchases; in 
others, the liquidity effect is cancelled at the discretion of the Central 
Bank. In both cases, however, the end result is the same: external 
disequilibrium affects the money supply only if this coincides with the 
internal-balance policy of the monetary authorities. 

There are three main devices used to offset the liquidity effects of 
external disequilibrium—apart from changes in government ex- 
penditure or taxes. The Central Bank may alter reserve requirements, 
shift government deposits between the Central Bank and the Com- 
mercial Banks, or it may buy and sell Treasury Bills. In the latter 
case there usually remains some liquidity impact on the economy’. 
Suppose, for example, that from the following position of the Central 
Bank and the Commercial Banks: 


g. This subject is treated in Savers [6; Chapter 6]. 
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(where the Cash Ratio of the Commercial Banks is 10 per cent, and 
the Money Market Assets Ratio is 20 per cent) the equilibrium is 
disturbed by a foreign deficit of 50 (ignoring how it came about), 
private persons buy foreign exchange from the Treasury through the 
Commercial Banks and the Central Bank. At the end of the trans- 
action Treasury deposits are up 50, Commercial Bank deposits are 
down 50 at the Central Bank, and private deposits are down 50 at 
the Commercial Banks, leading to the following disequilibrium 
situation: 





Central Bank 





Treasury Bills . .... 200 Treasury Deposits .. . 150 
Commercial Bank Deposits 50 


200 200 








Commercial Banks 





Central Bank Deposits . . 50 ee 
Treasury Bills ..... 200 
Other Amets...... 

















162 R. A. MUNDELL 


(where the Cash Ratio is down to little more than 5 per cent and the 
Money Market Assets Ratio is up slightly). The Commercial Banks 
must now sell Treasury Bills to recoup their cash reserves, while the 
Treasury buys Treasury Bills (with the money accumulated from the 
initial sale of foreign exchange) to prevent this from tightening 
interest rates. The final situation might look as follows: 





Central Bank 





Treasury Bills . . . . . 195 Treasury Deposits ... 100 
Commercial Bank Deposits 95 


195 195 








Commercial Banks 





Central Bank Deposits . . 95 a 
Treasury Bills . .... 155 
Other Assets. . .... 700 

950 950 














(In effect the Treasury has bought 45 Treasury Bills from the Com- 
merical Banks and 5 from the Central Bank.) In the final position the 
Cash Ratio of the Commercial Banks is the same as it was originally, 
but private deposits are down 50 at the Commercial Banks, and the 
Money Market Assets Ratio has gone down from 20 per cent to just 
a little over 16 per cent, leaving some deflationary effect after the 
neutralization policy. 

Whatever is the technique employed by the monetary authorities 
to divorce the money supply from the balance of payments, the result 
is to impede the operation of the adjustment process. This is shown in 
Figure 2. Assume that the initial equilibrium Q is disturbed by an 
increase in foreign interest rates; this causes a greater outflow, or a 
smaller inflow of capital at the same domestic rate of interest, 
shifting the foreign balance schedule upward and to the left to, say, 
F’ F’. Only at the higher interest rate, and lower money income, 
represented by the new equilibrium Q’ can equilibrium in both the 
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home market and the balance of payments be restored. This point 
would automatically be reached if the authorities allowed the 
adjustment process to go on unimpeded; the LL curve through Q 
(not drawn) would shift upward and to the left until the point Q’ is 
reached. 


r) xX 


Figure 2 


An increase in foreign interest rates 
causes an increased capital outflow 
and therefore shifts the FF schedule 
North-West. But the authorities will 
prevent income from falling (to that 
represented by Q’) by maintaining 
the supply of money through neu- 
tralization operations. 











J 


With a policy of neutralization, however, the LL curve stays 
approximately in its original position (through Q). The partial 
equilibrium Q is therefore maintained with equilibrium in the goods 
and money markets but disequilibrium in the balance of payments. 
This situation will continue as long as the Central Bank or Treasury 
can maintain the money supply and continue to run down its 
foreign exchange reserves. 

The neutralization policy in the above case coincides with the 
policy of stabilizing national income—failure to neutralize the gold 
inflow would result in the lower level of employment and output 
represented by the equilibrium Q’. More usually, however, the 
Central Bank will have to reinforce or offset the neutralization policy 
by further operations in the open market. Suppose, for instance, that 
there arises a depression in the rest of the world which lowers demand 
for the exports of the country under consideration. The reduction in 
exports has multiplier effects on income, and it worsens the trade 
balance, thus shifting both the FF and XX curves to the left. In the 


absence of neutralization the automatic adjustment mechanism 
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would carry the new equilibrium to the point Q’, at a lower level of 
output and employment. But even with a policy of neutralizing the 
external deficit (thus maintaining a constant money supply), the 
fall in export markets would lead to a lower level of output and 
employment, as implied by the point Q’’. The Central Bank will, in 
this instance, reinforce its neutralization policy by further open 
market operations in order to preserve the original level of output 
and employment. The money supply must be increased to the point 
where the LL curve shifts to L’L’ to intersect the internal balance 


Figure 3 


A fall in exports shifts the two 
schedules to X’X’ and F’F’. The 
adjustment process would lead to 
the point Q’, whereas neutralization 
operations would establish Q” as 
“equilibrium’”’. However, the Cen- 
tral Bank will usually go further 
than neutralization, increasing the 
supply of money to make Q’” the 
new “equilibrium’’. 











schedule at the point Q’’’. At this point there is, of course, a balance 
of payments deficit greater than that represented by Q’’. 

Occasionally, the adjustment process will lead to the desired 
income without interference; the Central Bank will then have to 
abandon the neutralization policy, or offset it by open market 
operations (or changes in reserve requirements) in the opposite 
direction. One such case is represented in Figure 4, where it is 
assumed that capital is immobile (the FF curve is vertical). Suppose 
now there is domestic contraction (reduced home demand for 
domestic goods). Neutralization policy would then lead to a new 
equilibrium at Q’ whereas the automatic adjustment process would 
restore the original level of money income at Q’’. The Central Bank 
would thus have to offset the neutralization policy by increasing the 
money supply to the point where L’L’ intersects X’X’ at the original 
level of money income represented by Q”’. 
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Figure 4 


A domestic recession shifts the in- 
ternal balance schedule to X’X’. 
“Neutralization”? would lead to a 
lower income as at Q’, while the 
adjustment process preserves the 
original level of income at the 
point Q”’. 











The above examples” suffice to illustrate the nature of the dis- 
equilibrium system, and why it has arisen. Of paramount importance 
today is the stabilization of money income (apart from growth) ; and 
any change in the economic situation which threatens to affect it will 
be met by corrective monetary steps even if this policy adversely 
affects external balance. Many countries may therefore remain in 
external disequilibrium for a considerable period of time, taking no 
explicit policy steps to correct the situation, and preventing the 
adjustment process from having its natural corrective influence. 


10. The techniques used in this section can also be applied to a much neglected 
aspect of the transfer problem the theory of which, in spite of its popularity in the 
literature, is still incomplete. It is clear that many transfers between governments, 
or from governments to international agencies, in recent years have not been 
accompanied by increased taxation in the transferor and decreased taxation in 
the transferee (witness the payments of many countries to the iF after the recent 
increase in quotas, as only one example), the situation necessary to make the 
traditional Ricarpo-OHLIn stereotype of transfer valid. On the contrary, many 
transfers have been effected between countries simply by means of an exchange of 
reserves. Thus a transferring country might maintain, for a period of time before 
the transfer is to be made, a tighter monetary policy and a lower rate of price-level 
increases in order to build up reserves (this, of course, will have some effect on 
spending) and then transfer the increased reserves to the transferee. In terms of the 
diagrams the tighter monetary policy effects a movement upward and to the left 
along the XX curve to create an external disequilibrium until enough reserves 
have been accumulated to make the transfer. Since this policy will also result in a 
lower terms of trade, or a reduced level of employment, in the transferring coun- 
try, this stereotype lends increased support to the logic of KeyNegs’s position in his 
controversy with OHLIN in the inter-war period. 
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To maintain this situation requires a substantial level of foreign 
exchange reserves in deficit countries, and a willingness to make 
unrequited capital exports in surplus countries. If this disequilibrium 
policy evens out—so to speak—over the business cycle no long-run 
difficulty exists if international liquidity is sufficient. But any secular 
change in the competitive situation, or a persistent tendency in some 
countries to inflate at faster rates than other countries, must eventu- 
ally bring the day of reckoning, and either an abandonment of in- 
come stabilization, or further policy steps to be considered in the next 
section. 


IIT. Alternative Means to Equilibrium 


It is seldom , ossible to determine the appropriate policy for cor- 


i 


recting an external disequilibrium without first examining the nature 
of the equilibrium situation in other markets. In Figure 5 there are 
four quadrants, A, B, C and D, labelled according to whether there is 
unemployment or inflationary pressure in the goods and services 
market, and a deficit or surplus in the balance of payments: Quadrant 
A was the situation applying to Britain, France, Italy and Canada in 
the early post-war years; Quadrant B applied to Britain in the late 
1920’s and early 1930’s as well as the United States in recent years; 
Quadrant C applied to the United States in the 1930’s and to the 
Federal Republic of Germany in the early 1950’s; and Quadrant D 
applied to the Federal Republic in recent years, Italy in 1958/59, 
and the United States in the late 1940’s and early 1950’s!?. 


11. See Harrop [2; Chapter 152] for a similar treatment. This character- 
ization is complicated by the asymmetrical nature of changes in money income. An 
economy, with external deficit and deflationary tension, could be brought back 
into ‘‘equilibrium”’ by a reduction in money income; but it would not be a full 
employment level of income because downward movements of money income in 
manufacturing countries are almost always accompanied by increasing un- 
employment. On the other hand, an economy with external surplus and in- 
flationary pressure, needs a rise in money income to restore equilibrium: this 
would imply a desirable increase in output and employment if the initial situation 
were one of unemployment, but a possibly undesirable increase in wages and 
prices if the economy were already at full employment. In other words, reductions 
in money income must always be ruled out if full employment gets top priority; 
while increases in money income are always desirable for an underemployed 
economy, and permissible or not for a fully employed economy depending on the 
attitude of the authorities toward a higher price level. 
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depression 









inflation 
surplus 
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depression —Figure 5 

deficit 
B The four quadrants outline the four 
types of disequilibrium. The point F 
was roughly the position of France 
before devaluation in 1958, and also 
the kind of disequilibrium applying 


P 
Ve 







Z ¢ inflati in Europe after the war. The point B 

7 inila ion represents the UK in the summer of 

, deficit -_ 1957 before the rise in Bank Rate in 

F F’ A September to establish the point B’ 





with some unemployment. 
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In exceptional cases monetary policy alone is sufficient to restore 
internal and external balance. Consider the point Fin Figure 5; at F 
there is inflationary pressure and external deficit, a situation applying 
to France before the devaluation in late 1958. In the absence of 
government action money income would increase through a rise in 
prices, and the external deficit would be aggravated. The correct 
policy here is a simple rise in the rate of interest, a policy which 
relieves both inflationary pressure and corrects the external deficit. 

But a simple policy (involving a change in only one instrument) 
would not generally be sufficient; in the diagram only those disequi- 
libria characterized by points on a vertical line through Q can be 
corrected by monetary policy alone, while all other points necessitate 
at least a dual policy. Consider, for example, the situation in the 
United Kingdom in the summer of 1957: there was approximate 
internal balance at reasonably full employment, but also an external 
deficit which had been aggravated by speculation against the Pound 
in favour of the Mark. This situation is represented by the point B. 
Now in late September the authorities raised Bank Rate to 7 per cent, 
an action which corrected the speculative outflow (shifting the FF 
curve to the right) and converted the external deficit into a surplus. 
But this policy did not restore over-all balance, it resulted in some 
deflationary tension and unemployment. (The new situation is 
represented by the point B’.) To prevent changes in money income, 
then, an additional policy should have been pursued; the monetary 
instrument is not sufficient. 


3 
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Consider now a situation where, say the United States, has initial 
full employment and balance-of-payments equilibrium, and assume 
that this equilibrium is disturbed by a round of price and wage in- 
creases surpassing that of foreign countries. From the point Q in 
Figure 6 the price level rises and the Central Bank eases the monetary 
situation to prevent this increase from being manifested in un- 
employment, establishing a new equilibrium in the goods market at 
the point Q’. But Q’ is a point of balance-of-payments deficit, and 
if this is large, and threatens to continue, speculative capital outflows 
from the United States will occur, further aggravating the situation 
(shifting the FF schedule progressively upward and to the left), and 
ultimately demanding corrective action. What is the range of policy 
choices available? 


rix 


Figure 6 


Wage increases and easy money 
lead to the situation at Q’. A re- 
duction in foreign aid would shift 
FF to F’F’; devaluation or trade 
control would shift both curves so 
that they intersect at Q’’; while in- 
creased local expenditure combined 
with tight money would effect the 
equilibrium Q’”. 
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(1) By far the simplest corrective action is a reduction in foreign aid 
or private capital exports, reduction in the latter being effected by, 
say, removal of government subsidies and insurance to capital 
exporters. This shifts the FF schedule downward and to the right, 
establishing Q’ as a point of balance-of-payments equilibrium. This 
policy has the advantage of simplicity, but it might conflict with other 
political and economic goals of the United States. 

(2) Any policy which acts directly on the balance of trade, as 
distinct from the balance of payments on capital account, shifts both 
the internal balance and foreign balance schedules. Tariffs, quotas, 
export subsidies and devaluation would result in a new intersection 
of the two schedules at a point such as Q’’, necessarily above Q’. 
These policies would therefore have to be accompanied by tighter 
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monetary policy to prevent the inflationary pressure of the improved 
trade balance from being dissipated in price increases. (Another way 
of saying the same thing is that a tighter monetary policy would 
create recessive tension which could be alleviated by policies which 
improve the trade balance.) 

(3) Somewhat paradoxically, an increase in government spending 
(on home goods) or a reduction in taxes (which affects primarily 
spending on home goods)—in short, a budget deficit—would provide 
another means of reestablishing equilibrium. Both these policies 
create inflationary pressure (shifting the XX curve upward and to 
the right) and therefore permit a higher rate of interest—hence a 
greater capital inflow (or smaller outflow)—consistent with full 
employment. To put it differently, a rise in the rate of interest to the 
point Q’’’ would restore external equilibrium but cause unem- 
ployment: the increase in government spending or the reduction in 
taxes can there be thought of as ordinary fiscal policy designed to 
maintain full employment. 

Two limitations of this policy are at once evident. In the first place 
the deficit has been cured by borrowing, usually a temporary 
solution. And second, the domestic rate of investment is lower 
(because the rate of interest is higher) than at Q, a factor which may 
conflict with the policy aim of maximizing the rate of growth of the 
private sector of the economy. 

(4) Finally, one could consider various devices aimed at altering 
the private flow of short-term funds between countries: official 
transactions in the forward exchange market; differential treatment 
of foreign domestic bank deposits; different interest rates paid on 
foreign-held and domestically-held Treasury Bills. These devices are 
usually only temporary expedients; and, as recent experience in 
Germany suggests for the opposite problem of surplus, are often 
difficult to enforce. 


Bologna Center of The Fohns Hopkins’ RosBert A. MUNDELL 
School of Advanced International Studies 
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SUMMARY 


Most of the important generalizations of international trade theory that owe their 
origin to the classical school are long-run and static in nature, implicitly assuming 
that disequilibrium is a transitory state and that passage between equilibria is 
untroubled. Yet past experience seems to indicate that external disequilibria can 
remain for extended periods of time, and that the modern system is a disequilibrium 
system. 

The nature of the international disequilibrium system has sometimes been 
attributed, erroneously, to the Keynesian foreign-trade-multiplier theorem that 
an increase in exports will induce an increase in imports which is smaller than the 
initial increase in exports, and this has been the origin of the belief that ““Hume’s 
law”’ is invalid in the case of saving and unemployment. However, Hume’s law is 
valid even in this case if gold flows are allowed to have their natural effect on the 
internal money supply and hence on interest rates, investment and incomes. 
Hume’s law is therefore valid in the case of Keynesian unemployment, although 
the price-specie-flow mechanism is replaced by an income-specie-flow process. 

The true nature of the international disequilibrium system derives from the 
fact that central banks do not allow externally-induced gold flows to affect the 
internal supply of money since that would conflict with the new priinary goal of 
monetary policy ; fullemploymentwithout inflation. The new function of monetary 
policy leaves a policy vacuum with respect to the balance of payments, except 
insofar as ad hoc policies are designed to suit special circumstances. Gold flows are 
therefore automatically neutralized by open market operations in some countries, 
while in other countries monetary policy in effect cancels or reinforces the mone- 
tary effect of gold flows in the pursuit of internal stability. 

At critical times, when foreign exchange reserves become dangerously low 
and subject to speculation, or when they become burdensomely high, action by 
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the authorities must be introduced even if this is at the expease of internal stability. 
Even in these cases, however, the system need not become an equilibrium system 
since the objective might be to recoup reserves or allow them to run down. 


ZUSAMMENFASSUNG 


Das internationale Ungleichgewichtssystem. Die wichtigen Lehrsatze der Theorie des 
internationalen Handels gehen zum grossen Teil auf die klassische Theorie 
und ihre Grundvoraussetzung eines automatischen Zahlungsbilanzausgleichs- 
mechanismus zuriick. In einer langfristigen und statischen Betrachtungsweise 
tritt Ungleichgewicht nur als voriibergehender Zustand auf, und der Ubergang 
zwischen Gleichgewichtslagen vollzieht sich ungestért. Nach den Erfahrungen 
der letzten dreissig Jahre aber scheint es, dass externe Ungleichgewichtslagen 
langere Zeit hindurch bestehen bleiben kénnen, und dass das moderne System 
ein Ungleichgewtchtssystem ist. 

Irrtiimlich wird das internationale Ungleichgewichtssystem manchmal aus 
dem Keynesschen Aussenhandelsmultiplikator-Theorem abgeleitet, nach dem 
eine Exportzunahme eine geringere Importzunahme induziert. Daher riihrt der 
Glaube, dass das « Humesche Gesetz» im Fall des Sparens und der Arbeitslosigkeit 
ungiiltig sei. Indessen gilt das Humesche Gesetz auch in diesem Fall, sofern Gold- 
bewegungen ihre natiirlichen Wirkungen auf das interne Geldangebot und damit 
auf Zinssatze, Investitionen und Einkommen ausiiben kénnen. Die Giiltigkeit des 
Humeschen Gesetzes hangt daher nicht von Vollbeschaftigung ab, lediglich ist im 
Fall Keynesscher Unterbeschaftigung der klassische Preis-Geldmengen-Aus- 
gleichsmechanismus ersetzt durch einen Einkommen-Geldmengen-Ausgleichs- 
prozess. 

In Wirklichkeit leitet sich das internationale Ungleichgewichtssystem von der 
Tatsache her, dass die Zentralbanken keine Einwirkungen fremdinduzierter 
Goldbewegungen auf das interne Geldangebot zulassen, weil das dem neuer- 
lichen Hauptziel der Geldpolitik, Vollbeschaftigung ohne Inflation, widerstreiten 
wiirde. Durch diese Neuorientierung der Geldpolitik ist ein Vakuum in der Zah- 
lungsbilanzpolitik entstanden, das nur bei besonderen Umstanden durch Ad-hoc- 
Massnahmen ausgefiillt wird. In einigen Landern wird daher jede Goldbewe- 
gung automatisch durch Offen-Markt-Operationen neutralisiert, wahrend in 
anderen die Geldpolitik monetére Wirkungen von Goldbewegungen im End- 
effekt aufheben oder aber verstarken kann, je nach den Erfordernissen der inter- 
nen Stabilitat. 

In kritischen Zeiten, wenn Fremdwahrungsreserven gefahrlich absinken und 
der Spekulation ausgesetzt sind, oder wenn sie sich lastig erhéhen, miissen die 
Wahrungsbehérden auch auf Kosten der internen Stabilitat Massnahmen tref- 
fen. Aber auch in diesen Fallen wird das System nicht notwendig zum Gleich- 
gewichtssystem, denn es kann beabsichtigt sein, Reserven abzuziehen oder sie 
sinken zu lassen. 
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RESUME 


Le systéme de déséquilibre international. La majeure partie des théses importantes de 
la théorie du commerce international tirent leur origine de l’école classique et du 
mécanisme d’équilibre de la balance des paiements qu’elle implique. De nature 
statique et se basant sur l’observation de développements a long terme, cette 
école considére le déséquilibre comme étant un état passager; la transition d’un 
équilibre a l’autre s’effectue sans heurt. Selon les expériences de ces trente der- 
niéres années, il semble toutefois que des états de déséquilibre externe puissent 
durer assez longtemps et que le systeéme moderne soit un systéme de déséquilibre. 

Le systéme de déséquilibre international est parfois considéré 4 tort comme 
étant issu du théoréme du multiplicateur du commerce extérieur de KEYNEs, 
théoréme selon lequel augmentation des exportations détermine une augmen- 
tation réduite des importations. Ceci explique pourquoi l’on ne croit pas valable 
la loi de Hume dans le cas de l’épargne et du chémage. En réalité, cette loi reste 
cependant valable, méme dans ce cas, 4 condition que les mouvements de |’or 
puissent exercer leurs effets naturels sur l’offre du marché monétaire intérieur et, 
de ce fait, sur les taux de l’escompte, les investissements et les revenus. La validité 
de la loi de Hume ne dépend donc pas du plein emploi, et ce n’est que dans le cas 
d’emploi insuffisant selon Keynes que le mécanisme classique d’équilibrage 
entre les prix et les quantités d’argent est remplacé par un processus d’équilibrage 
entre les revenus et les quantités d’argent. 

En réalité, le systeme de déséquilibre international s’explique par le fait que 
les banques centrales n’autorisent pas les mouvements de l’or déterminés de 
l’extérieur exercent une influence sur l’offre d’argent du marché intérieur. Une 
telle influence serait contraire au nouvel objectif de la politique monétaire: 
réalisation du plein-emploi sans inflation. Cette nouvelle orientation de la poli- 
tique monétaire a créé dans la politique de la balance des paiements une lacune 
ne pouvant étre comblée par des mesures ad hoc que dans des circonstances par- 
ticuliéres. Dans certains pays les mouvements de l’or sont automatiquement 
neutralisés par des opérations du marché ouvert, alors que dans d’autres ia poli- 
tique monétaire parvient 4 supprimer ou méme a renforcer dans son effet final 
l’influence des mouvements de l’or, selon les exigences de la stabilité intérieure. 

Dans les périodes critiques ou les réserves de monnaies étrangéres diminuent 
dangereusement et deviennent facilement l’objet de spéculations ou dans celles 
ou elles augmentent outre mesure, les autorités doivent agir, méme si les mesures 
préconisées s’avérent contraires a la stabilité intérieure. Mais dans ces cas encore, 
il ne s’établira pas nécessairement un systéme d’équilibre, étant donné qu’il peut 
subsister l’intention de retirer des réserves ou de les laisser diminuer. 
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Die seit einer Reihe von Jahren anhaltenden Bestrebungen, zu einer 
europadischen Wirtschaftseinheit zu gelangen, werden von Diskus- 
sionen und Dokumenten begleitet, in denen uns immer wieder die 
Vokabel vom «Gemeinsamen Markt»? begegnet, den es zu schaffen 
gelte. Die Auffassungen dariiber, was unter einem solchen gemein- 
samen Markt zu verstehen sei, sind zeitweilig sehr auseinander- 
gegangen. Die einen dachten dabei an stabile konvertierbare Wah- 
rungen und an die Freiziigigkeit von Menschen, Giitern und Kapi- 
talien. Andere waren jedoch der Meinung, es miissten die Ab-Werk- 
Preise oder gar die Endabsatzpreise der Produkte innerhalb Euro- 
pas gleichgeschaltet und die Kosten harmonisiert werden, um die 
gewinschte Einheit des Marktes zu schaffen*. Der Streit ist zwar 
fiir die Europdische Wirtschaftsgemeinschaft dadurch entschieden 
worden, dass man sich auf den meisten Gebieten fiir die Freiziigig- 
keit und gegen kiinstliche Nivellierungen der Preise entschieden 
hat. Die Grundsatzfrage, was ein gemeinsamer Markt sei, ist 
damit jedoch keineswegs beantwortet. Die nach wie vor bestehende 
Unsicherheit auf diesem Gebiete beeintrachtigt die Klarheit wirt- 
schaftspolitischer Entscheidungen. Dies zeigt sich nicht nur in der 
EWG, wenn die harmonisierungswiirdigen von den natiirlichen Unter- 
schieden der Marktbedingungen abgegrenzt werden sollen, son- 
dern auch innerhalb der einzelnen Lander. Welche staatlichen und 
privaten Differenzierungen der Markte wirtschaftspolitisch zu be- 
griissen sind und welche innerhalb einer wettbewerblichen Markt- 
wirtschaft stéren, ist umstritten. 


1. Veranderte Fassung eines am 4.11.1959 vor der Rechts- und Staatswissen- 
schaftlichen Fakultat der Universitat Bonn gehaltenen Probevortrages. 

2. Vgl. Vertrag iiber die Griindung der Europaischen Gemeinschaft fiir Kohle 
und Stahl vom 18.4.1951, insbesondere Art. 1-4; Vertrag zur Griindung der 
Europaischen Wirtschaftsgemeinschaft vom 25.3.1957, Art. 2 und passim. 

3. Vgl. Gutachten des Wissenschaftlichen Beirats beim Bundeswirtschafts- 
ministerium vom 1.5.195% zur Frage der wirtschaftlichen Integration Europas, 
Ziffer 13. 3. Band, Gutachten vom Dezember 1952 bis November 1954, Gottingen 


1955, S. 41. 
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Um hier gréssere Klarheit zu erlangen, kann die Frage, was einen 
gemeinsamen Markt ausmacht, auch umgekehrt werden, indem 
man zunichst untersucht, was ihm widerspricht. Eine bessere Uber- 
sicht iiber niitzliche und schadliche Variationen der Preise und 
Giiterqualitaten ist notwendig. Unerwiinschte Damme zwischen den 
Markten koénnen dann eingerissen werden, wahrend sinnvolle Unter- 
schiede bestehen bleiben. Welche wirtschaftlichen Erscheinungen 
vereinheitlicht werden sollten, um einen gemeinsamen Markt zu 
schaffen, und welche nicht, lasst sich ohne bestimmte Masstabe nicht 
angeben. Diese Masstabe werden wir der Theorie der wettbewerb- 
lichen Marktwirtschaft entnehmen. Bevor wir sie anwenden, muss 
ein Blick auf die zu untersuchenden Tatsachen geworfen werden: 
Die Differenzierungen der Markte in den modernen Volkswirtschaf- 
ten sind einerseits ein Zeichen fiir die Entwicklungsfahigkeit der 
modernen Marktwirtschaft, ko6nnen aber andererseits oft schon als 
Schizophrenie der Markte erscheinen. Dort, wo man einen einheit- 
lichen Markt mit ungefahr gleichen Preisen und Kaufbedingungen 
erwarten sollte, also am selben Ort und zum gleichen Zeitpunkt, 
werden hiaufig gleiche oder ahnliche Giiter, etwa Wohnungen, 
Elektrizitat, Devisen, Kredite und Arbeitsleistungen, zu ganz ver- 
schiedenen Preisen gehandelt. Ferner gibt es Preisunterschiede zwi- 
schen Landern und Regionen, die sich nicht allein dadurch erklaren 
lassen, dass unvermeidliche Vertriebskosten eine Nivellierung der 
Preise verhindern. Auf der anderen Seite finden sich Einheitlich- 
keiten der Markte, wo man sie nicht vermuten sollte. Zum Beispiel 
werden bestimmte Produkte, vor allem Markenartikei, innerhalb 
eines Landes iiberall zu einheitlichen Preisen verkauft, obwohl wegen 
der verschieden hohen Vertriebskosten regional verschiedene Preise 
gerechtfertigt waren. Diese kiinstliche Uniformitat kann freilich 
selbst wieder als Differenzierung aufgefasst werden. Werden namlich 
die Preise im ganzen Absatzgebiet gleichgeschaltet, so bedeutet das 
nichts anderes, als dass den Abnehmern gestaffelte Ab-Werk-Preise 
berechnet werden. Das Bild ist reichlich verwirrend. 

Wir wollen die geschilderten Tatbestande, die durch weitere Bei- 
spiele zu erganzen sind, als « Marktspaltungen» bezeichnen. Dieser 
Begriff wird in der Literatur schon haufiger verwendet’, ohne 


4. W. Krompuarpt, Marktspaltung und Kernplanung, Dortmunder Schriften 
zur Sozialforschung 3, Hamburg 1947; W. ABEL, Agrarpolitik, G6ttingen 1951, 
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bisher in jeder Hinsicht klar definiert zu sein. Darin liegt fiir uns 
insofern ein Vorteil, als der Terminus noch nicht mit einem tradi- 
tionalen Inhalt belastet ist. 

Um wirtschaftspolitische Urteile iiber Marktspaltungen ableiten 
zu kénnen, miissen wir den Untersuchungsgegenstand hinreichend 
abgrenzen. Man sollte meinen, dass es nicht schwer sein kann, einen 
Markt und auch die Teile, in die er vielleicht zerfallt, zu bestimmen. 
Wir verwenden im wirtschaftlichen Alltag das Wort « Markt» in 
zahllosen Zusammenhangen und glauben stets, uns hinreichend klar 
ausgedriickt zu haben. Der Wochenmarkt, der Buttermarkt, der 
Wohnungsmarkt, ja sogar solche komplizierten Dinge wie der Geld- 
markt und der Weltmarkt geh6ren zu unserem normalen sprach- 
lichen Riistzeug. Aber es gibt einen regionalen, einen nationalen und 
einen internationalen Buttermarkt, die miteinander zusammenhian- 
gen, sofern nicht Zolle und andere Handelshemmnisse diese Ver- 
flechtung st6ren. Ein physisch einheitliches Gut wie die Butter kann 
in raumlich kleineren oder grésseren Marktzusammenhangen beob- 
achtet werden. Ferner kann, um ein anderes Beispiel zu wahlen, von 
einem Markt fiir Nusskohle in Oberhausen, einem Markt fiir Ruhr- 
kohle, einem deutschen Energiemarkt und sogar dariiber hinaus von 
einem internationalen Energiemarkt gesprochen werden. Es kénnen 
physisch verschiedenartige Produkte, wenn sie einander hinreichend 
wirtschaftlich verwandt sind, auf einem gemeinsamen Markt auf- 
treten, etwa die Kohle, das Erdél, der elektrische Strom und das 
Erdgas. Je nachdem, welchen Zweck eine wirtschaftliche Aussage 
verfolgt, muss ein anderer Marktbegriff verwendet werden. Eine fiir 
alle Zwecke brauchbare Definition des Marktes gibt es leider nicht'. 
In der modernen arbeitsteiligen Wirtschaft hangen fast alle Markt- 
vorgange miteinander zusammen. Haufig lasst sich kaum angeben, 


S. 378 f.; U. TetcHMANN, Die Politik der Agrarprzisstiitzung, Kéln-Deutz 1955, 
S. 89, 125; K. Branot, Einfiihrung zu K. Steinbriick, «Vom unvollkommenen Markt 
zur heterogenen Konkurrenz», Mainz 1954, S. 13; E. GUTENBERG, Grundlagen 
der Betriebswirtschaftslehre, 2. Band, Der Absatz, 2. Aufl. Berlin-Géttingen-Heidel- 
berg 1956, S. 344f.; R.Srucxen, Geld und Kredit, 2. Aufl. Tiibingen 1957, 
S. 132 ff.; Ropert NrescHiac, Binnenhandel und Binnenhandelspolitik, Berlin 1959, 
S. 125, 329, 344 f.; Bericht des Bundeskartellamtes iiber seine Tatigkeit im Jahre 1958..., 
Deutscher Bundestag, 3. Wahlperiode, Drucksache 100, S. 55. 

5. Vgl. B. ROper, Die vertikale Pretsbindung bet Markenartikeln, Tiibingen 1955, 
S. 135 ff. 
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wo der eine Markt aufhért und der andere beginnt. Dieser Umstand 
macht auch dem Juristen Schwierigkeiten, etwa wenn es gilt, ein 
« marktbeherrschendes Unternehmen» (§ 22 des deutschen Gesetzes 
gegen Wettbewerbsbeschrankungen) zu konstatieren. Da die Markte 
selbst keine klaren Grenzen zeigen, kénnte darunter auch eine Ana- 
lyse gespaltener Markte leiden. 

Wir wollen versuchen, die Abgrenzungsschwierigkeiten, welche 
die Interdependenz der Markte mit sich bringt, zu umgehen. Das 
gelingt, wenn wir alle Vorgdnge und Kustinde als Marktspaltung be- 
zeichnen, bei denen die gegenseitige Ersetzbarkeit der Giiter im wirtschaftlichen 
Verkehr vermindert wird. Diese Definition erfasst einmal den Sachver- 
halt, dass auf einem bisher einheitlichen Markt mit gleichartigen 
Giitern Spaltungserscheinungen zu beobachten sind, weil etwa durch 
einen Zoll bestimmte Anbieter und Nachfrager abgesondert werden: 
Inlands- und Auslandsgiiter haben dann verschiedene Preise und 
sind einander nicht mehr gleichwertig. Zum anderen ist die Defini- 
tion aber auch auf Falle anwendbar, bei denen der Graben zwischen 
zwei schon vorher voneinander getrennten Markten vertieft wird, 
also bereits vorhandene Unterschiede in den wirtschaftlichen Eigen- 
schaften zweier Giiter verstarkt werden. Wir brauchen uns deswegen 
nicht den Kopf iiber die Frage zu zerbrechen, ob wir den Markt- 
begriff enger oder weiter fassen sollen. Der Inhalt, den wir dem Be- 
griff Marktspaltung geben, hat den Vorzug, mit allen Markt- 
kategorien vereinbar zu sein und selbst dann einen 6konomisch 
wichtigen Sachverhalt zu bezeichnen, wenn man in mikroskopischer 
Sicht nur noch Einzelmonopolisten zu sehen glaubt, deren Elemen- 
tarmarkte durch Substitutionsbeziehungen miteinander verbunden 
sind. Uns gilt jede Minderung von Substitutionsméglichkeiten als 
Marktspaltung. 

Um ganz genau zu sein, miissten wir die Vorgange, die den Markt 
spalten, und die Zustande auseinanderhalten, die sich im Anschluss 
an diese Vorgange einstellen. Fiir beides muss ein Vergleichszustand 
vorhanden gewesen sein oder gedacht werden kénnen,demgegeniiber 
der Markt nunmehr gespalten ist. Es empfiehlt sich, bei Vorgangen 
der Marktspaltung die jeweils historisch vorangehenden Verhiltnisse 
als Vergleichsbasis zu wahlen*. Im Gegensatz dazu wird von einer 


6. Die urspriinglichen Zustande kénnen auch eine illegitime Marktfusion dar- 
stellen, die durch eine Marktspaltung wieder aufgehoben wird. Beispiel: Walz- 
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Marktspaltung als Zustand (= Marktgespaltenheit) auch dann ge- 
sprochen werden kénnen, wenn die Markte vorher nicht in einer 
engeren Verbindung miteinander gestanden haben, eine Markt- 
fusion aber jederzeit méglich ware, indem Trennwande zwischen 
den Markten eingerissen werden. Im allgemeinen ist jedoch ohne 
diese zusatzlichen Genauigkeiten auszukommen. 

Notwendig ist es dagegen, folgende Zusammenhange zu betonen: 
Auf jedem Markt stehen sich Angebot und Nachfrage als die beiden 
Marktseiten gegeniiber. Das gilt auch fiir abgespaltene Teile eines 
friiher einheitlichen Marktes. Bei einer Marktspaltung sondern sich 
Teile des Angebotes und Teile der Nachfrage gemeinsam ab. Dies ist 
daran zu erkennen, dass die Tauschvorgange auf dem abgespaltenen 
Markt nicht mehr mit den Vorgangen auf dem Restmarkt so ver- 
koppelt sind wie bisher. 

Damit von Marktspaltung gesprochen werden kann, ist es dem- 
gegeniiber nicht nétig, dass jeder Anbieter oder Nachfrager vom 
eigenen innerbetrieblichen Standpunkt aus die Waren als nicht mehr 
fungibel ansieht, welche auf voneinander getrennten Marktteilen 
umgesetzt werden. Deshalb zahlen zu den Marktspaltungen auch 
Preisdifferenzierungen, bei denen ein Monopolist eine Ware zu ver- 
schiedenen Preisen handelt, obwohl sie von seinem Standpunkt aus 
ein homogenes Produkt ist. 

Bevor wir in das Gestriipp von Einzelheiten vordringen, miissen 
einige grundsatzliche Uberlegungen vorangestellt werden, die das 
Verstandnis der Spezialprobleme erleichtern. Marktspaltungen be- 
deuten immer einen Kampf gegen die Uniformitat der Waren und 
Markte zugunsten der Individualitat und Differenzierung des wirt- 
schaftlichen Verkehrs. Diese Differenzierung kann dazu fiihren, dass 
das Volkseinkommen in anderer Weise ausgegeben wird als bisher, 
und zwar sind folgende Méglichkeiten denkbar: 

1. Wenn zusatzliche kaufkraftige Nachfrage in den sich abspalten- 
den Markt gelenkt wird, muss diese Nachfrage bei gegebener Grdésse 
des Volkseinkommens auf anderen Markten fehlen. Diese aggres- 
siven Marktspaltungen bedeuten einen erhéhten Wettbewerbsdruck 


werke liefern verzinktes Wellblech zum gleichen Preis wie ungewelltes Blech, um 
aus marktstrategischen Griinden den Abnehmern den Produktionsvorgang des 
Wellens abzunehmen. Wenn ein kostengerechter Wellblechpreis eingefiihrt wiirde, 
ware der kiinstlich fusionierte Blechmarkt wieder gespalten. 
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fiir alle die Branchen, deren Einnahmen zugunsten des abgespaltenen 
Marktes zuriickgehen. 

2. Auf der anderen Seite konnen Marktspaltungen auch das Er- 
gebnis haben, dass kaufkraftige Nachfrage von dem sich abspalten- 
den Markt verdrangt wird. 

3. Neben diesen beiden Méglichkeiten von Veranderungen in der 
Ausgabenstruktur besteht noch die Chance, dass die Preise auf dem 
abgespaltenen Markt erhdht werden, ohne dass sich die Ausgaben- 
strérne verandern. Hierzu muss die Nachfrage auf dem abgespaltenen 
Markt eine Preiselastizitat von eins aufweisen (Kurve gleicher Um- 
satze). Die Marktspaltung ist in diesem Falle eine gegeniiber dritten 
Markten zunachst indifferente Erscheinung. Auf dem Umwege iiber 
Veranderungen von Kosten und Realeinkommen breiten sich die 
Wirkungen jedoch auch unter diesen Bedingungen weiter aus. 

Fiir eine wirtschaftspolitische Betrachtung ist es notwendig, die 
Ziele zu ermitteln, die mit einer Marktspaltung verfolgt werden. 
Dabei ist eine allgemeine Feststellung angebracht, ohne die das 
Interesse an Marktspaltungen nicht erklart werden kann: Jede Spal- 
tung eines Marktes hat zur Folge, dass auf den abgesonderten Teil- 
markten ein grésserer Spielraum fiir eine selbstandige Mengen- und 
Preispolitik geschaffen wird. Das kann zunachst privatwirtschaft- 
liche Vorteile mit sich bringen, die entweder nur einer der beiden 
Marktseiten des Teilmarktes zugute kommen oder beiden zusammen. 
Mit solchen privatwirtschaftlichen Vorteilen kann das wirtschaftspo- 
litische Interesse des Staates verkniipft sein. Allgemeinere wirtschafts- 
politische Zielvorstellungen kénnen aber auch so weit den Vorzug 
erhalten, dass privatwirtschaftliche Interessen dahinter zuriicktreten. 

Es ist ausserdem wichtig, nach den Akteuren zu fragen, die bei 
einer Marktspaltung beteiligt sind. Demnach empfiehlt es sich, im 
Folgenden nach dem Subjekt der Differenzierung zwischen privat- 
wirtschaftlichen und staatlich-politischen Marktspaltungen zu unter- 
scheiden. Zu bedenken ist hierbei freilich, dass beide Bereiche inein- 
ander tibergehen, weil insbesondere die monopolistischen Markt- 
spaltungen der Privatwirtschaft haufig des Wohlwollens oder der 
aktiven Hilfe politischer Gewalten bediirfen, um wirksam zu sein. 
Die iibrigen Einteilungskriterien fiir Marktspaltungen sollen hier 
nicht vorweg genannt werden, weil sich ihre Zweckmassigkeit erst 
an Beispielen aus dem wirtschaftlichen Alltag erweisen kann. 
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a) Bei den privatwirtschaftlichen Marktspaltungen, denen wir uns zu- 
erst zuwenden wollen, finden sich Formen, die beiden sich absondernden 
Marktseiten niitzlich erscheinen. Dabei ergreift haufig eine bestimmte 
Marktpartei die Initiative und leitet eine Politik der Marktdifferen- 
zierung ein. Dass trotz dieser einseitigen Aktivitat das Interesse an 
der Marktspaltung auf beiden Marktseiten liegen kann, hat folgen- 
den Grund: Eine wesentliche Triebkraft des wirtschaftlichen Wett- 
bewerbs ist das Streben, von den Konkurrenten Abstand zu gewin- 
nen und einen gesicherten Bezugs- und Absatzbereich zu erobern. 
Man méochte sich von dem Markt, auf dem man mit vielen anderen 
unter gleichen Bedingungen anbieten und nachfragen muss, lésen 
und einen eigenen Markt besitzen, auf dem man selbst in den Genuss 
eines milderen Wettbewerbsklimas kommt’. Dabei geht das einzelne 
Unternehmen grundsatzlich nur darauf aus, sich selbst unentbehr- 
lich zu machen. Ob es durch seine Leistungen die Produkte anderer 
Unternehmungen entwertet, also in anderen Bereichen der Volks- 
wirtschaft einen verscharften Wettbewerb hervorruft, ist ihm gleich- 
giiltig. Man will selbst so unentbehrlich wie méglich sein, ohne 
Riicksicht darauf, ob damit im Kampf um die begrenzte kaufkraftige 
Nachfrage andere Unternehmen in Schwierigkeiten geraten. Solange 
der Weg der Leistung der einzige bleibt, der zu diesem Ziel fiihrt, 
kann sich die Marktspaltung nicht anders vollziehen als dadurch, 
dass auch den Handelspartnern Vorteile geboten werden. Solche 
Differenzierungen kénnen durchaus noch zum Leistungswettbewerb 
gerechnet werden. 

1. Oft stehen zum Beispiel Anbieter vor der Wahl, auf ihrem bis- 
herigen Markt durch Preisdruck einen grésseren Marktanteil zu 
gewinnen oder aber den Markt zu spalten, indem sie ein Produkt 
herstellen, das sich von den Erzeugnissen der Wettbewerber durch 
seine Qualitat unterscheidet und einen eigenen Markt erhalt*. Vor 
allem der technische Fortschritt kann sich darin dussern, dass neu- 


7. Vollkommen kann der Wettbewerb kaum ausgeschaltet werden: Es miisste 
hierzu jede Substitutionsméglichkeit beim Produkt und bei den Produktions- 
mitteln unterbunden werden. 

8. Zum Problem der Qualitatskonkurrenz vgl. L. ABorr, Qualitdt und Wett- 
bewerb (aus dem Englischen), Miinchen und Berlin 1958. 
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artige Waren angeboten werden, die mit einem bisher marktgangigen 
Produkt nur noch wirtschaftlich verwandt sind, aber ihm nicht mehr 
gleichen. Damit wird die Einheit der Markte immer wieder von 
neuem aufgehoben. 

Allerdings wird bei oligopolistischer Marktform die Entschei- 
dung zugunsten der Qualitdtskonkurrenz begiinstigt. Diese Art der 
Qualitatskonkurrenz dient dazu, das Oligopol nach Méglichkeit in 
Einzelmonopole zu zerlegen, um Preiskampfe zu vermeiden. Der 
dabei getriebene Aufwand kann fiir den Konsumenten ganzlich oder 
teilweise minderwertig sein, zumal wenn es sich um Werbeaufwand 
handelt, der eine den Oligopolfrieden schiitzende vertikale Preisbin- 
dung zugleich erganzt und absichert®. Zwar ist Qualitatswettbewerb 
im Oligopol fiir die Verbraucher immer noch besser als die Ruhe 
eines Kartells; er tragt aber die Ziige des zum Monopol hindrangen- 
den Wirtschaftskampfes. Wir finden hier bereits den Ubergang zu 
jenen Formen der Marktspaltung, bei denen der Vorteil einseitig 
verteilt ist. Solange der Verbraucher nicht irregefiihrt wird, kann sein 
Eingehen auf die Reklamesuggestion noch als freiwillig angesehen 
werden. Sie dient aber oft dazu, den Preiswettbewerb zu mildern 
oder ganz auszuschliessen, und beschrankt damit die Méglichkeit des 
Kaufers, zwischen Preissenkung und Qualitatsanderung zu wahlen. 

Die Werbung kann die Spaltung von Markten anregen, auf der 
anderen Seite aber auch die Verbindung zwischen den Markten 
6ffnen, indem sie auf Substitutionsméglichkeiten aufmerksam macht 
(Beispiel: Heizélreklame zu Lasten der Kohle). 

2. Neben einer Differenzierung der Markte, die durch Qualitats- 
konkurrenz zustande kommt, finden sich in der privaten Wirtschaft 
noch andere Arten gespaltener Markte, bei denen beide sich abson- 
dernden Marktseiten mit Vorteilen rechnen. In diesem Zusammen- 
hang sind vornehmlich solche die Zukunft prajudizierenden Liefer- 
vertrage und Ausschliesslichkeitsbindungen?® zu nennen, bei denen 
nicht von vornherein feststeht, ob der in diesen Bindungen zahlbare 


g. Uber den Zusammenhang von Wirtschaftswerbung und vertikaler Preis- 
bindung vgl. F. W. Meyer, Warum feste Preise fiir Markenartikel ? Auseinander- 
setzung mit einer Interessentenideologie, Ordo-Jahrbuch fiir die Ordnung von 
Wirtschaft und Gesellschaft, Bd.6, Diisseldorf und Miinchen 1954, S. 133-165. 

10. Dieses Problem ist bisher vorwiegend von der Rechtswissenschaft diskutiert 
worden; vgl. F. Rirrner, «Die Ausschliesslichkeitsbindungen in dogmatischer 
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Preis zugunsten des Anbieters oder des Nachfragers von dem Preis 
abweicht, der sich auf dem ungespaltenen Markt gebildet hatte. 
Beide Parteien schatzen die vorherige Gewissheit iiber Preis und 
Lieferung so hoch ein, dass sie ein mégliches preispolitisches Risiko 
in Kauf nehmen. 

Dass man bei einem lange Zeit im voraus festgelegten Preis ein 
Risiko auf sich nimmt und nicht nur Stabilitat einhandelt, wird be- 
sonders deutlich bei langfristigen Krediten. Der als Preis zu zah- 
lende Zins kann nach oben oder unten von der zukiinftigen Kapital- 
marktlage abweichen. Das spiegelt sich in einem entsprechend 
schwankenden Kurs fiir festverzinsliche Wertpapiere wider. Starken 
Schuldnern wird die langfristige Bindung angesichts der Marktlage 
oft unbequem. Bei allzu starkem Auseinanderklaffen von Vertrags- 
und Marktzins greifen sie zu dem Mittel der Konversionen. Den 
Glaubigern stehen solche Wege im allgemeinen nicht offen. Solange 
der Vertragszins nicht geandert wird, besteht fortwahrend die Még- 
lichkeit, dass der eine Marktpartner einen Verlust erleidet, der andere 
dagegen einen Gewinn erzielt. 

Allen Transaktionen, bei denen die Partner langfristig gebunden 
werden, ist gemeinsam, dass zwischen der Entscheidung iiber Men- 
gen, Preise und andere Marktbedingungen und der vollstandigen 
Lieferung eine langere Frist verstreicht. Sofern es daneben noch 
einen Markt fiir gleichartige Waren gibt, auf dem diese Fristen kiir- 
zer sind, kann von einer zeitlichen Marktspaltung gesprochen werden. 
Teile eines méglichen Angebotes der Zukunft und einer zukiinftigen 
Nachfrage werden vorweg gebunden und einem spateren Markt 
entzogen. 

An der Notwendigkeit langfristiger Bindungen, bei denen nicht 
eine Marktseite von der anderen iibervorteilt wird, ist kaum zu zwei- 
feln. Das Bediirfnis nach gesicherten Kalkulationsgrundlagen ist 
legitim. Dariiber darf freilich die volkswirtschaftliche Problematik 
dieser zeitlichen Marktspaltung nicht iibersehen werden. Der zu- 
kiinftige Markt kann durch irgendwelche Datenanderungen gestort 
werden, man denke etwa an plotzliche Nachfragestésse als Folge 


und rechtspolitischer Betrachtung», Diisseldorf 1957, und K. H. BrEDENKopPrF, 
«Vertragliche Wettbewerbsbeschrankungen und Wirtschaftsverfassung, Die Aus- 
schliesslichkeitsbindungen als Beispiel», Heidelberg 1958, sowie die in beiden 
Werken angegebene Literatur. 
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politischer Ereignisse oder an eine Schwankung des Angebotes, die 
nicht vorauszusehen war, zum Beispiel an Missernten oder Streik- 
folgen. Wenn dann ein Teil des ohnehin knappen Angebotes bereits 
im voraus vergeben ist, muss der verengte Restmarkt die ganze Last 
der Anpassung allein tragen und wesentlich gréssere Preisschwan- 
kungen in Kauf nehmen, als wenn die Einheit des Marktes erhalten 
geblieben ware. Die erhéhte Sicherheit der Kalkulationsgrundlagen 
der einen Gruppe wird durch erhéhte Preisunsicherheit der anderen 
Gruppe erkauft. 


Bevorrechtigte Nachfrager kénnen freilich diese Diskrepanz etwas 


mildern, indem sie die erh6hten Gewinnchancen auf dem freien Markt 
ausnutzen und einen Teil ihrer giinstig gekauften Waren zu hoherem 
Preis weiterveraussern™. Ausserdem sind den langfristigen Bin- 
dungen bei gleicher Verhandlungsstarke der Partner wirtschaftliche 
Schranken gesetzt. Trotzdem miissen wir feststellen, dass die gegen- 
wartige Verfiigung iiber zukiinftige Produktion nicht nur Vorziige 
hat, sondern auch die Elastizitat der Markte herabsetzt und des- 
wegen volkswirtschaftlich nur in Grenzen befiirwortet werden kann. 

Als ein Sonderfall zeitlicher Marktspaltungen haben die Borsen- 
termingeschafte zu gelten. Bei ihnen ist auch — entgegen einer ver- 
breiteten Ansicht — ein destabilisierendes Element der soeben be- 
schriebenen Art zu beobachten. Wenn namlich am Liefertermin die 
friiher abgeschlossenen Geschafte erfiillt werden miissen, kann das 
den Kassamarkt stéren, weil auf ihn zuriickgegriffen werden muss. 
Die Termingeschafte haben niemals a priori wegen ihrer Eigenschaft, 
in die Zukunft hineinzugreifen, auch schon eine volkswirtschaftliche 
Stabilisierungsfunktion, sondern bringen héchstens dem einen Ge- 
schaftspartner betriebswirtschaftliche Vorteile, die zu Lasten des 


11. Ahnliches kann auch bei plotzlich auftretendem Uberangebot vorkom- 
men: Die gebundenen Nachfrager kénnen durch die fallenden Preise veranlasst 
werden, mehr nachzufragen. Sie erleiden aber Verluste bei den gebundenen Men- 
gen, was ihre Einkaufsneigung dampft. Alle derartigen Ausgleichwirkungen rei- 
chen nicht aus, die Preisschwankungen am Kassamarkt auf das Mass herabzu- 
setzen, das bei Markteinheit méglich gewesen ware. Denn stets wird eine der ge- 
bundenen Marktseiten durch die Stérung gegeniiber den restlichen (ungebun- 
denen) Konkurrenten benachteiligt und in ihrer Bewegungsfreiheit behindert. Die 
Kaufkraft, die durch Bindungen festgehalten wird, fehlt am freien Markt, wenn 
dort die Preise fallen, wahrend bei steigenden Preisen das gebundene Angebot fiir 
den Restmarkt ausfallt. 
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anderen oder irgendeines Dritten gehen miissen. Denn der im Ter- 
mingeschaft vereinbarte Preis kann mit dem Kassapreis iiberein- 
stimmen, unter ihm liegen oder ihn iiberschreiten. Im ersten Falle 
ware das Termingeschaft nicht nétig gewesen. In den beiden anderen 
Fallen muss einer der beiden Partner des Terminabschlusses ver- 
lieren. Wenn der Verlierer sich durch entgegengesetzte Termin- 
geschafte abgesichert hat, ist der Nachteil nur weitergewAlzt, er muss 
aber an irgendeiner Stelle der Volkswirtschaft liegenbleiben. 

Sofern die an den Termingeschaften beteiligten Spekulanten die 
zukiinftige Marktentwicklung richtig voraussehen, werden sie sich 
rechtzeitig darauf einrichten, um nicht im ungiinstigsten Augenblick 
zur Erfiillung ihrer Terminverpflichtungen an den Kassamarkt her- 
antreten zu miissen. Sie schliessen dann entsprechende Deckungs- 
geschafte ab, die die Auswirkungen der Stérung zeitlich gleich- 
massiger verteilen und damit die Preisschwankungen am Kassamarkt 
mildern!?. Zum Beispiel kauft man schon ein, bevor man selbst lie- 
fern muss, wenn damit zu rechnen ist, dass die Preise steigen werden. 
Dadurch wird vermieden, dass eine iibergrosse Nachfrage zu einem 
ungiinstigen Zeitpunkt den Markt iiberfordert. Aber diese die Preis- 
schwankungen dampfende Wirkung kann jede auf richtigen An- 
nahmen aufgebaute Spekulation haben, unabhangig davon, ob ein 
Termingeschaft zugrunde liegt oder nicht. 

Vor allem den Devisentermingeschaften wird im neueren Schrift- 
tum eine stabilisierende Kraft zugeschrieben!*. Man glaubt, die 
Folgen frei schwankender Wechselkurse fiir den unternehmerischen 
Rechenapparat iiber den Markt fiir Termindevisen neutralisieren 
zu kénnen. Diese Theorie iibersieht, dass die Termingeschafte nur 
dann volkswirtschaftlich stabilisierend wirken kénnen, wenn sie zu- 
gleich eine von richtigen Erwartungen ausgehende Spekulation dar- 
stellen, wenn also die Spekulanten die Entwicklung einigermassen 


12. Vgl. W. Ropke, Art. Spekulation im Handwérterbuch der Staatswissenschaften, 
4. Aufl., Bd. 7, S. 706-710; R. Srucken, Art. Spekulation im Handwoérterbuch der 
Sozialwissenschaften, Bd. 9, S. 690-694, und die dort angegebene Literatur. 

13. Vgl. J. E. Meape, The Balance of Payments, London-New York-Toronto 
1951, p. 221; F. A. Lurz, Das Problem der internationalen Wahrungsordnung, Ordo- 
Jahrbuch Bd. X, Diisseldorf und Miinchen 1958, S. 145; E. Kiing, Zahlungsbilanz- 
politik, Ziirich-Tiibingen 1959, S. 562 ff. ; teilweise anderer Ansicht als diese Auto- 
ren ist Pau Ernzic, The Theory of Forward Exchange, London 1937, der das Pro- 
blem sehr griindlich untersucht hat. 


at 
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zutreffend vorhersehen. Gerade dies aber wird bei frei schwanken- 
den Wechselkursen erschwert. Denn das System schwankender Devi- 
senkurse soll dazu dienen, einer autonomen, das heisst politisch ge- 
lenkten Geldpolitik Bewegungsfreiheit zu verschaffen. Auch politisch 
erfahrenen Borsianern wird damit ihr Gewerbe verleidet, es sei denn, 
sie hatten gute Nachrichtenverbindungen zu den fiir die Wirtschafts- 
politik verantwortlichen Steilen im In- und Ausland. Bestenfalls 
kann eine parlamentarische Diskussion wirtschaftspolitische Pro- 
gnosen erleichtern, aber damit ware die Schlagkraft einer inter- 
ventionsfreudigen Politik gemindert oder sogar vollkommen auf- 
gehoben. Zumal geld- und aussenhandelspolitische Massnahmen 
verfehlen oft ihren Zweck, wenn sich die Wirtschaft lange Zeit vorher 
darauf einstellen kann. 

b) Diesen bisher betrachteten Marktspaltungen, die beiden sich 
absondernden Marktseiten Vorteile bringen kénnen, stehen jene 
Differenzierungen gegeniiber, bei denen von einer Marktseite wirt- 
schaftliche Ubermacht eingesetzt wird. Der Vorteil der Absonderung 
kommt dabei tiberwiegend nur einer Marktseite zugute. Der marktpolitisch 
starkere Partner wendet eine Strategie an, bei der die andere Seite 
weniger durch Vorteile angelockt als vielmehr durch die Methoden 
des Monopolkampfes genétigt wird, an der Marktspaltung teilzu- 
nehmen. Dabei ist wesentlich, dass nicht — wie im Leistungswett- 
bewerb — die Wahlméglichkeiten des Partners vermehrt werden, son- 
dern dass ihm im Gegenteil der Zugang zu anderen Bezugs- und 
Absatzgelegenheiten verbaut wird. Voraussetzung hierfiir ist, dass 
die an der Marktspaltung interessierte Partei eine monopolistische 
Stellung auf dem zu teilenden Markt erringt. Folgende Méglich- 
keiten monopolistischer Marktspaltungen sind zu unterscheiden: 

1. Wenn das marktspaltende Monopol aus mehreren wirtschaft- 
lich selbstandigen Unternehmungen besteht, die sich kartellartig 
verabredet haben, kénnen die Partner der anderen Marktseite auf 
die einzelnen Kartellmitglieder aufgeteilt werden; das ist zum Bei- 
spiel in der Form des Gebietskartells méglich (raumliche Markt- 
spaltung). Es wird dann nicht nur die bisher einheitliche Nachfrage 
zerlegt und von einem differenzierten Angebot bedient, sondern die 
Kartellmitglieder geben auch im Innenverhiltnis der Angebotsseite 
ihre bisherigen Konkurrenzbeziehungen auf und erhalten jeder fiir 
sich ein eigenes Reich. 
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2. Das Kartell kann jedoch auch darauf verzichten, die differen- 
zierende Marktseite in selbstandig handelnde Einheiten mit eigenem 
Ausbeutungsbereich zu spalten. Legt eine Kartellfiihrung auf straffe 
Disziplin Wert, wird sie sogar durch Frachtbasisvorschriften und der- 
gleichen die eigene Marktpartei zunachst starker zusammenschweis- 
sen, als nach der Kostenlage gerechtfertigt ist. Wenn das Monopol 
von Anfang an aus einem einheitlichen Unternehmen mit zentrali- 
sierter Betriebsstatte besteht, behalt die eine Marktseite im Innen- 
verhaltnis ihre wirtschaftliche Einheit, ohne dass es hierzu besonderer 
Eingriffe bedarf. Ein solches Einzelmonopol oder auch ein einheitlich 
handelnder Kartellverband kann den Marktpartnern gegeniiber 
die Preise und sonstigen Bedingungen des Handelsverkehrs staffeln, 
ein Tatbestand, der als Preisdifferenzierung' bekannt ist. 

Das wirtschaftspolitische Urteil iiber die monopolistische Preis- 
differenzierung ergibt sich teilweise aus der Beurteilung der Mono- 
pole iiberhaupt. Soweit man bereit ist, Monopolen, die durch beson- 
dere Leistungen entstanden sind, in begrenztem Umfang die Aus- 
nutzung ihrer Position zu gestatten, wird man auch einer entspre- 
chenden Preisdifferenzierung ausnahmsweise nicht vollig ablehnend 
gegeniiberstehen. Die unterschiedliche Behandlung der Abnehmer 
mitsamt einer daraus hervorgehenden Wettbewerbsverzerrung 
muss dann allerdings in Kauf genommen werden. In der Wirklich- 
keit unvollkommener Markte beginnt ein Preiswettbewerb haufig 
mit differenzierenden Preiskonzessionen. Ein allgemeines Verbot 
der Preisdifferenzierung kénnte zu einer unerwiinschten Preisstarre 
fiihren, weil sich private Monopole und Oligopole vor einer allge- 
meinen Preissenkung scheuen. Sie befinden sich in einer ahnlichen 
Lage wie die Wirtschaftspolitik vor einer allgemeinen Abschaffung 
der Zwangswirtschaft. In beiden Fallen pflegt man mit marktspalten- 
den Teillésungen anzufangen. 


14. E. SCHNEIDER, Einfiihrung in die Wirtschaftstheorie, II. Teil, 4. Aufl. Tii- 
bingen 1956, S. 151, spricht von Preisdifferenzierung nur fiir den Fall, dass es 
sich um gleiche Giiter handelt, und sieht in entsprechenden Praktiken bei nicht 
véllig homogenen Giitern eine mit der Preisdifferenzierung verwandte Erschei- 
nung; demgegeniiber vertritt F. Macuiup (The Political Economy of Monopoly, 
Baltimore 1952, p. 136, und Characteristics and Types of Price Discrimination, in: 
Business Concentration and Price Policy, Princeton 1955, p. 397) die Ansicht, 
dass man die Preisdifferenzierung nicht nur bei homogenen Giitern vorfindet. 
Unsere Definition der Marktspaltung erfasst beide Tatbestande. 
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Es sei noch auf weitere Rechtfertigungstheorien der Preisdiffe- 
renzierung hingewiesen, die bei Eisenbahnen und 6ffentlichen Ver- 
sorgungsunternehmungen gern — wenn auch oft zu Unrecht — ange- 
fiihrt werden: die Theorien vom Kosten- und Bedarfsdeckungs- 
monopol. 

In der Regel dient jedoch die Preisdifferenzierung dem Zweck, 
Konkurrenz auszuschliessen, indem vorhandene Wettbewerber ver- 
nichtet und mégliche Wettbewerber abgeschreckt werden. In diesem 
Falle sind Diskriminierungsverbote angebracht, also eine Art von 
Meistbegiinstigungsklauseln des Binnenhandels. 

3. Ausser der Preisdifferenzierung gibt es noch andere Arten von 
Marktspaltung auf vermachteten Markten. Die Spaltungsstrategic 
kann dabei von der Nachfrage oder vom Angebot ausgehen. Bei- 
spiele fiir eine Aktivitat der Nachfrage sind jene vertikalen Bindun- 
gen, bei denen die Abnehmer durch Beteiligung, Ausschliesslich- 
keitsvertrage und andere Arten der vertikalen Konzentration in vor- 
gelagerte Produktionsstufen eindringen und sich einen Ausschnitt 
aus dem Gesamtangebot reservieren. Damit kann iiber die Verwen- 
dung von Teilen der zukiinftigen Produktion langfristig im voraus 
entschieden sein, wodurch der freie Markt verengt wird. Wir haben 
diesen Vorgang schon friiher (unter a. 2) als zeitliche Marktspaltung 
bezeichnet, und zwar in seiner allgemeinen Form. 

Die vertikale Verbundwirtschaft bietet dem in die vorgelagerten 
Produktionsstufen eindringenden Nachfrager keine iibermdssigen 
Vorteile, solange auf dem damit gespalienen Markt seiner Produk- 
tionsmittel einigermassen wirksamer Wettbewerb herrscht. Héch- 
stens die Kosten standigen Wechsels der Lieferanten werden er- 
spart!®, Bei steigenden Marktpreisen hat dann der bindende Ab- 
nehmer zwar unter Umstanden einen Gewinn zu erwarten, weil er 
giinstig einkauft, muss aber bei fallenden Preisen mit einem Verlust 
rechnen, falls die Bindung nicht einseitig ist, sondern auch eine Ab- 
nahmeverpflichtung zu festgelegtem Preis enthalt. Zu einseitigen 
Bindungen ohne Gegenleistung wird sich aber auf einem Wett- 
bewerbsmarkt kaum jemand bereit finden. 

Wirtschaftspolitisch bedeutungsvoller sind deswegen die Faille, 
bei denen der Markt vermachtet ist. Gibt es auf der Nachfrageseite 
nur wenige Wettbewerber, so muss jeder von ihnen damit rechnen, 

15. Das zeigt allerdings Unvollkommenheiten des Wettbewerbs an. 
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dass die anderen Nachfrager ihm den Zugang zu den Vorprodukten 
abschneiden wollen, indem sie die Lieferanten aufkaufen oder auf 
andere Weise an sich fesseln. Um dieser Gefahr zu entgehen, be- 
ginnt ein allgemeiner Wettlauf um die Bindung der vorgelagerten 
Produktionsstufe, zumal die Rechtsordnung haufig den vertikalen 
Zusammenschluss begiinstigt. In diesem Sachverhalt liegt ein Grund 
fiir manche Konzentrationsbewegungen bei der Montanindustrie, 
wahrend die viel bemiihten technischen Notwendigkeiten dabei 
weniger ins Gewicht fallen, als meist angenommen wird. 

Es leuchtet ein, dass bei derartigen Marktspaltungen die gréssere 
Aktivitat ebensogut auf der Angebotsseite liegen kann, die sich Ab- 
nehmer angliedern will. 

4. Einige interessante Formen privatwirtschaftlicher Marktspal- 
tungen mit einseitigem Vorteil finden sich im Bereich des Handels. 
Die Freiheit der Bezugs- und Absatzwege kann durch irgendwelche 
Manipulationen eingeschrankt werden, wahrend sie in einem Rest- 
bereich des Marktes noch erhalten bleibt oder wiederhergestellt 
wird. Hierbei ist etwa an den Zwang zu denken, Markenartikel zu 
gebundenen Preisen iiber den Fachhandel zu beziehen, wahrend es 
daneben noch billigere Bezugsquellen gibt. Dabei wird das Produkt 
kiinstlich mit einer Handelsleistung gekoppelt, fiir die der Verbrau- 
cher aufkommen muss. 

Sofern zwischen Anbieter und Nachfrager auf Teilen des Marktes 
eine zusatzliche Handelsstufe eingeschoben wird, kénnte man vor 
vertikaler Marktspaltung sprechen. Die gegenseitige Ersetzbarkeit der 
Giiter wird fiir Teile des Angebotes oder der Nachfrage herabgesetzt, 
indem der unmittelbare Weg zum anderen Marktpartner versperrt 
wird. 


III 


Bei vielen der bisher betrachteten privatwirtschaftlichen Marktspal- 
tungen ist die helfende Hand des Staates bereits deutlich zu spiiren. 
Ohne ein entsprechendes wirtschaftspolitisches Klima kann die 
« Balkanisierung der Markte»?* nicht in dem heute zu beobachten- 
den Masse gedeihen. Die moderne Wirtschaftspolitik zeichnet sich 


16. Das Wort hat CLARK KERR verwendet: The Balkanization of Labor Markets, 
in: Labor Mobility and Economic Opportunity, New York-London 1954. 
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dadurch aus, dass sie dem Differenzierungsstreben der Wirtschafts- 
einheiten auch dort Vorschub leistet, wo es volkswirtschaftlich be- 
denklich ist. Dariiber hinaus versucht aber der interventionsfreudige 
Staat — mit oder ohne Anregung von seiten wirtschaftlicher Macht- 
gruppen -—, die Marktspaltung in eigener Regie als wirtschaftspoliti- 
sches Instrument einzusetzen. Mit den Moglichkeiten und Folgen 
dieser Politik miissen wir uns nun beschaftigen. 

Die staatlich-politischen Marktspaltungen kénnen nach den Zielen, 
die damit verfolgt werden, aber auch nach der Interventionstechnik 
eingeteilt werden. Daneben kénnen noch andere Gliederungskrite- 
rien herangezogen werden, wie sie uns schon bei den privatwirtschaft- 
lichen Marktspaltungen begegnet sind. Im Rahmen unserer Analyse 
empfiehlt es sich, die Zielvorstellungen herauszuheben, von denen 
die staatlichen Eingriffe geleitet werden. Demnach kénnen Markt- 
spaltungen, die mit einer Hilfsaktion zugunsten von Nachfragern 
oder Anbietern verbunden sind, von solchen unterschieden werden, 
bei denen allgemeinere volkswirtschaftliche Beweggriinde den Vor- 
rang haben. Die Grenzlinie zwischen diesen Gruppen lasst sich aller- 
dings nicht genau festlegen. 

a) 1. Bekannt genug sind jene staatlichen Eingriffe, bei denen die 
Nachfrager durch Héchstpreisvorschriften geschiitzt werden sollen. 
In Sonderfallen geniigen einfache Preisanordnungen, um den Inter- 
ventionszweck zu erfiillen. Als Beispiel sei das Arzthonorar genannt, 
das von den sozialen Krankenkassen in Deutschland gezahlt wird. 
Hier wird ein vielleicht zu niedriger Preis erzwungen. Von einer 
Rationierung kann trotzdem abgesehen werden, da der Arzt seine 
Leistung nicht verweigern darf. Er kann héchstens dahin aus- 
weichen, dass er Privatpatienten héflicher behandelt und damit sein 
Angebot spaitet. Im Regelfall sind aber blosse 6ffentliche Preis- 
anordnungen fiir sich allein ebenso unwirksam wie reine Preiskartelle 
der Privatwirtschaft. Es muss eine Mengenplanung hinzutreten, also 
beim Héchstpreis eine Rationierung!’, beim Mindestpreis eine Pro- 
duktionsbeschrankung, die das Gegenstiick zur Quotenplanung beim 
Kartell darstellt. 


17. Rationierungen sind auch ohne Preisvorschriften denkbar (Beispiel: die 
Rezeptpflicht von Arzneimitteln). Dabei bilden sich die Preise privatwirtschaft- 
lich. Vgl. H. FRErHERR VON STACKELBERG, Méglichkeiten und Grenzen der Wirt- 
schaftslenkung, Ordo-Jahrbuch, Band 2, Bad Godesberg 1949, S. 202. 
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Beim Hochstpreis wird die Umleitung der Produktion in nicht 
regulierte Kanale wirtschaftlich belohnt. Wollte man wirklich jedes 
Ausweichen auf freie Markte unterbinden, so miisste deswegen die 
Bewirtschaftung total sein, und zwar in zweifachem Sinne: Erstens 
miissten wegen der Interdependenz der Markte alle Giiterarten in die 
Rationierung einbezogen werden, und zweitens miissten alle Men- 
gen der rationierten Giiter unter staatliche Kontrolle gebracht wer- 
den. Meist gelingt aber weder das eine noch das andere. Mit den frei- 
bleibenden Markten und Marktteilen und ihren untcrirdischen Ver- 
bindungen zum regulierten Sektor steht die staatliche Planung in 
dauerndem Kampf. 

Wenn die Rationierung zwar samtliche Umsiatze bestimmter 
Warenarten erfasst, die iibrigen Warenarten jedoch frei gehandelt 
werden diirfen, liegt eine Marktspaltung deswegen vor, weil der 
Ersatz frei kauflicher durch bewirtschaftete Giiter eingeschrankt 
wird und die kaufkraftige Nachfrage nicht mehr frei in den bewirt- 
schafteten Sektor einstrémen kann. 

Wenn andererseits die totale Rationierung fast immer deswegen 
misslingt, weil bestimmte Mengen der zu bewirtschaftenden Giiter 
nicht erfasst werden kénnen und auf illegale Markte mit freien Prei- 
sen abfliessen, ist der Vorgang der Marktspaltung ohne weiteres zu 
erkennen. Bewirtschaftung und Marktspaltung gehen daher Hand in 
Hand. 

Viele staatliche Marktspaltungen bringen den Nachfragern ins- 
gesamt keinen dauerhaften Vorteil. Entweder werden einige von 
ihnen beverzugt, andere dagegen benachteiligt, wie es fiir die Woh- 
nungszwangswirtschaft typisch ist. Oder alle Nachfrager konnen zwar 
einen Teil ihres Bedarfes zum Vorzugspreis decken, sind aber fiir den 
Restbedarf auf den frei gebliebenen Marktbereich angewiesen. 
Dessen Preise liegen meist viel héher als ein freier Einheitspreis. 
Denn das Geld, das auf dem regulierten Markt nicht mehr ausge- 
geben wird, drangt auf den freien Sektor. Im iibrigen weichen die 
Anbieter dadurch aus, dass sie die Qualitat bewirtschafteter Waren 
verschlechtern. 

2. Die Sorge der Politik um den Verbraucher und Nachfrager 
steht nur in Notzeiten im Vordergrund. Unter normalen wirtschaft- 
lichen Verhaltnissen werden vom Staat Marktspaltungen bevorzugt, 
bei denen bestimmte Anbieter Vorteile erlangen sollen. Hier sind zu- 
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nachst noch immer die Aussenhandelsbeschrankungen und Trans- 
porthindernisse aller Art zu erwahnen, die dazu fiihren, dass sich die 
internationalen Marktzusammenhange lockern. Die niemals ab- 
reissende Diskussion iiber Protektionismus und Freihandel gibt iiber 
dieses Problem hinreichend Aufschluss. Es handelt sich um rdéum- 
liche Marktspaltungen, weil der Kontakt raumlich getrennter 
Markte vermindert wird. In diesem Falle werden zwar die jeweiligen 
Exportindustrien unter Druck gesetzt, der Wettbewerbsgrad im gan- 
zen kann jedoch abnehmen, weil immer weniger fiir den Inlands- 
markt produzierende Branchen unter internationaler Konkurrenz 
zu leiden haben. 

Als ein spezieller Produzentenschutz, der die Markte fiir selb- 
standige und unselbstandige Arbeit spaltet, sind die staatlich gefér- 
derten Zugangsbeschrankungen aufzufassen. Berufsordnungen, die 
die Ausiibung des Berufes von dem Erwerb bestimmter Diplome 
abhangig machen, kénnen ein Hindernis fiir die freie Wahl des 
Arbeitsplatzes sein — wie immer man sonst zu solchen Priifungen 
stehen mag. Das Berechtigungswesen beschrankt die gegenseitige 
Ersetzbarkeit der Arbeitsleistungen und vermindert den Zusammen- 
hang zwischen den Arbeitsmarkten mit der Absicht, den Zugelas- 
senen ein héheres Einkommen zu verschaffen. Die Produzenten der 
Branchen, in denen solche Regulierungen iiblich sind, glauben, dass 
ihnen damit ausserdem erhohte Sicherheit garantiert sei. Wenn sich 
jedoch die Zugangsbeschrankungen allgemein ausbreiten, sind sie 
auch kein privatwirtschaftlicher Segen mehr. Denn es lasst sich nicht 
vermeiden, dass bei Strukturwandlungen bestimmte Wirtschafts- 
zweige ihre Produktion einschranken miissen. Wenn die abwandern- 
den selbstandigen und unselbstandigen Arbeitskrafte dann iiberall 
auf die Mauern des Berechtigungswesens der anderen stossen, wird 
ihnen die Problematik allseitiger Zugangsbeschrankungen klar 
werden. 

Zum Teil kann auch die staatlich geférderte oder geduldete 
Lohnpolitik als Produzentenschutz aufgetasst werden, der die Ar- 
beitsmarkte spaltet. Haufig versuchen Einzelgewerkschaften, Léhne 
durchzusetzen, die so hoch sind, dass gerade noch der alte Arbeiter- 
stamm von den Unternehmungen beschaftigt werden kann, fiir eine 
Vergrésserung der Belegschaften aber kein wirtschaftlicher Anreiz 
besteht. Wenn der Staat solche Lohntarife fiir allgemein verbindlich 
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erklart, sind dadurch Mindestléhne fixiert. Arbeitskrafte, die aus 
anderen Bereichen der eigenen oder einer fremden Volkswirtschaft 
zuwandern wollen, sind zwar nicht rechtlich, aber tatsachlich von 
den Arbeitsplatzen in der betreffenden Industrie ausgeschlossen. 
Minimalléhne wirken wie eine Zugangssperre; sie spalten den 
Arbeitsmarkt. 

Ein grosses und besonders farbiges Sortiment staatlicher Markt- 
spaltungen, die im Dienste des Produzentenschutzes stehen, ist auf 
dem Gebiet der Landwirtschaft zu finden. So wird zum Beispiel in 
vielen Landern durch staatliche Anordnung im Interesse der Erzeu- 
ger der Markt des an sich einheitlichen Produktes Milch in die 
Teilmarkte fiir Trinkmilch und sogenannte Werkmilch zerlegt, die 
zu Milchprodukten verarbeitet wird. Bei der Trinkmilch lassen sich 
hohere Preise durchsetzen. Der Staat ahmt hier das Verfahren eines 
die Preise differenzierenden Kollektivmonopols nach. 

Als eigenartige Spaltung eines Agrarmarktes ist der Bei- 
mischungszwang fiir Getreide anzusehen. Dabei wird festgelegt, 
dass die Miihlen inlandisches Getreide in einem bestimmten Ver- 
haltnis zum Iraportgetreide vermahlen miissen. Damit werden Ge- 
treidearten, die sich bei unreguliertem Markt zum grossen Teil 
gegenseitig ersetzen kénnen, kiinstlich zu Komplementargiitern ge- 
macht. Das wirkt sich auf die Preisbildung aus. Die Preise von Sub- 
stitutionsgiitern laufen miteinander parallel, so dass bei freiem 
Markt fallende Preise des Importgetreides die inlandischen Ge- 
treidepreise mit nach unten ziehen. Der Beimischungszwang kehrt 
diesen Zusammenhang um, denn die Preise von Komplementiar- 
giitern koénnen sich gegenlaufig entwickeln. Sinkende Importpreise 
geben einen Anreiz, mehr Einfuhrgiiter und die dazu notwendigen 
inlandischen Erganzungsprodukte (in diesem Falle inlandisches Ge- 
treide) nachzufragen. Die Preise der Erganzungsprodukte kénnen 
daraufhin anziehen*’, 

b) Allen diesen und noch vielen anderen Marktspaltungen sieht 
man die Interessenlage ohne weiteres an, von der die politischen 
Entscheidungen bestimmt worden sind. Daneben gibt es aber noch 


18. Eine ahnliche kiinstliche Komplementaritat, die aber mit guten Griinden 
verteidigt werden kann, ist auf dem deutschen Arbeitsmarkt geschaffen worden, 
indem den Unternehmungen die Auflage gemacht wird, einen bestimmten Pro- 
zentsatz an Schwerbeschadigten einzustellen. 
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Interventionen, bei denen allgemeinere Erwagungen der Wirt- 
schaftspolitik den Ausschlag geben oder bei denen wenigstens nicht 
auf den ersten Blick die begiinstigte Partei zu erkennen ist. 

1. So kann im Rahmen einer Wirtschaftsordnung, in der die 
Elemente der Zentralverwaltungswirtschaft dominieren, nicht mehr 
mit Bestimmtheit davon gesprochen werden, dass die Bewirtschaf- 
tung auch nur die Absicht hat, das Interesse der Konsumenten 
gegeniiber den Produzenten oder umgekehrt wahrzunehmen. Zwar 
werden Geldumsatze und marktahnliche Veranstaltungen in der 
Regel beibehalten. Die auch hier anzutreffende Marktspaltung 
wird jedoch zum Systembestandteil der Wirtschaftslenkung. Ein 
mit Absicht von der Bewirtschaftung mehr oder weniger frei gelas- 
sener Restmarkt dient dazu, die Produzenten zu héheren Leistun- 
gen anzuspornen. Denn nur diejenigen, die ihr Ablieferungssoll er- 
fiillt haben, diirfen «freie Spitzen» anbieten. Die dafiir gezahlten 
hdheren Preise sollen dazu dienen, den ausgemergelten Wirtschafts- 
kérper zu einer schnelleren Gangart zu veranlassen. Denn je nach 
den Mengen, die auf den freien Markt fliessen, kann das Abliefe- 
rungssoll bemessen werden. Der freie Markt kann auf diese Weise 
bei der Normkontrolle niitzlich sein. Es ist denkbar, worauf Kromp- 
HARDT hingewiesen hat!®, dass das System der Marktspaltung dar- 
iiber hinaus ganz allgemein zu einem gesamtwirtschaftlichen Len- 
kungsprinzip erhoben wird. Die Schwierigkeiten einer solchen Po- 
litik wurden im Zusammenhang mit der Rationierung schon er- 
wahnt. 

2. Ansatze zu solchen der allgemeinen Wirtschaftspolitik dienen- 
den Marktspaltungen finden sich freilich auch in fast allen west- 
lichen Marktwirtschaften: 

Als Beispiele einer zeitlichen Marktspaltung, die Ahnlichkeit mit 
einem Bérsentermingeschaft aufweist, sind die Internationalen 
Weizenabkommen zu erwahnen. Dabei verpflichten sich die Ab- 
nehmerlander, auf Verlangen der Lieferlander bestimmte Weizen- 
mengen zu einem festen Mindestpreis abzunehmen, selbst wenn der 


19. W. Krompuarpt, Marktspaltung und Kernplanung, Dortmunder Schriften 
zur Sozialforschung 3, a.a.O.; ders., Mégliche Mittel der Wirtschaftslenkung, Zeit- 
schrift fiir die gesamte Staatswissenschaft, 105. Bd., S.go—109; ders., Fretheitliche 
Planwirtschaft — Ein Beitrag zum deutschen Wirtschaftsproblem, Schweizerische 
Zeitschrift fiir Volkswirtschaft und Statistik, Jg. 1948, S. 53-68. 
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Weltmarktpreis darunter liegt. Umgekehrt sagen die Lieferlander 
zu, entsprechende Mengen zu einem bestimmten Hochstpreis zu 
verkaufen, auch wenn die Marktpreise dariiber liegen sollten. Wel- 
che Lander bei diesem Geschaft gewinnen, steht bei Vertrags- 
abschluss noch nicht fest. Zwischen Héchst- und Mindestpreis liegt 
ein Bereich, in dem sich die Preise frei einpendeln. Bei einer allge- 
meinen Weizenknappheit haben die Nachfragelander den Vorteil, 
dass sie ihren Verbrauch nicht einschranken miissen. Bei Weizen- 
iiberfluss kénnen die Lieferanten die Vertragsmengen zu relativ 
giinstigen Preisen absetzen. Dem frei gebliebenen Markt wird die 
Last der Anpassung aufgebiirdet, wodurch er weniger stabil wird 
als ohne Marktspaltung?®. Ob die Weltrohstoffmarkte durch der- 
artige Abkommen wirklich stabilisiert werden kénnen, erscheint 
nach aller Uberlegung und Erfahrung*! zweifelhaft. Um die Ver- 
tragsmengen in die geplanten Kanile zu lenken, ist jedoch ein 
Lenkungsmechanismus erforderlich, der einen ziemlich schweren 
Eingriff in eine marktwirtschaftliche Ordnung bedeutet. 

Eine besonders wichtige Gruppe zum Teil gesamtwirtschaftlich 
orientierter Marktspaltungen ist in allen Methoden zu erblicken, 
bei denen die nationale oder internationale Interdependenz der 
Geld- und Kreditmarkte beschrankt werden soll. Von der selek- 
tiven Kreditpolitik®® iiber beschrankte Konvertierbarkeit der Wah- 
rungen bis zur Devisenbewirtschaftung und zu den gespaltenen 
Wechselkursen ist iiberall das gleiche Prinzip am Werke. Die Markt- 
einheit bei dem liquidesten Gut, das es iiberhaupt gibt, soll beseitigt 
werden, damit die Wirtschaftspolitik zusatzliche Lenkungsmég- 
lichkeiten erhalt. Aber gerade hier ist die Aufgabe der Marktspal- 
tung besonders schwer. Geld und Kredit sickern durch alle Ritzen. 
Wird die eine Quelle verstopft, so 6ffnet sich die andere. Ohne um- 
fangreichen Bewirtschaftungsaufwand setzt sich der Zusammenhang 


20. Vgl. H. G. Jounson, ““The De-Stabilising Effect of International Com- 
modity Agreements on the Prices of Primary Products’, The Economic Journal 
Vol. LX 1950, p. 626-629; C. D. Harsury, ““Commodity Agreements and Price 
Fluctuations’, The Economic Journal Vol. LXI 1951, p. 652-655; H. Tyscinsk1, 
“Commodity Agreements and Price Fluctuations”’, ebendort, p. 655-658. 

21. JosepH S. Davis, International Commodity Agreements: Hope, Illusion or 
Menace? New York 1947; J. SCHOLLHORN, Internationale Rohstoffregulierungen, 
Berlin-Miinchen 1955. 

22. Vgl. Emit Kine, Zahlungsbilanzpolitik, Ziirich-Tiibingen 1959, S. 71 ff. 
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der Geldmarkte und Zinssatze doch immer wieder durch. Auch ein 
gespaltener Kapitalmarktzins lasst sich nur gegen grosse Wider- 
stande erzwingen. 


IV 


Es ist méglich, noch weitere Einzelheiten anzufiihren, um die Pro- 
blematik der Marktspaltungen darzustellen. Doch wollen wir uns 
mit diesem Rundblick begniigen. Alle Marktspaltungen zeichnen 
sich dadurch aus, dass sie einen Kampf gegen die volks- und 
weltwirtschaftlichen Interdependenzen fiihren und fiir bestimmte 
Markte eine Jndependenz erreichen wollen. Wir miissen uns fragen, 
wie dieses Streben volkswirtschaftlich zu werten ist. Dabei kommt 
es darauf an, zwei Ziele im Auge zu behalten, denen eine zweck- 
massige Wirtschaftspolitik zu dienen hat, namlich das Ziel einer 
hohen Produktivitat und zum anderen das Ziel einer méglichst 
grossen Sicherheit gegen wirtschaftliche St6rungen. 

Einige Marktspaltungen, vor allem diejenigen, die vom tech- 
nischen Fortschritt und vom Wettbewerb hervorgerufen werden, 
sind Symptome des wirtschaftlichen Wachstums. Niemand wird 
den Qualitatswettbewerb, die Termingeschafte oder die lang- 
fristigen Liefervertrage allgemein verbieten, nur weil sie bestimmte 
Markte differenzieren. 

Ein grosser Teil der Marktspaltungen vermindert aber die Lei- 
stungsfahigkeit der Volkswirtschaften. Bieten diese der Produktivi- 
tat abtraglichen Marktspaltungen wenigstens die wirtschaftliche 
Sicherheit, die man sich von ihnen verspricht? Damit wenden wir 
uns der Frage zu, ob die Marktspaltungen auf das zweite wirt- | | 
schaftspolitische Ziel hin crientiert sind, von dem soeben gesprochen 
wurde. Wir konnten feststellen, dass durch viele binnenwirtschaft- 
liche Marktspaltungen Wettbewerb und Marktrisiko nur auf andere, 
nicht unbedingt starkere Schultern verlagert, aber nicht vermindert 
werden kénnen. Wie ist es in dieser Hinsicht um die internationalen 
Marktspaltungen bestellt? 

Einerseits bringt die internationale Arbeitsteilung, wie sie mit 
einer weltweiten Fusion der Markte einhergeht, ohne Zweifel man- 
che Labilitat mit sich. Die Weltwirtschaft wird zu einer Kette, 
bei der der Ausfall eines Gliedes, etwa des Suezkanals, Schwierig- 
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keiten in den entlegensten Wirtschaftsbereichen auslésen kann. 
Doch wachst durch die Gewéhnung an den internationalen Wett- 
bewerb haufig auch die Anpassungsfahigkeit der Volkswirtschaften. 
Kann uns im iibrigen eine Entflechtung der Markte, eine gréssere 
Selbstversorgung, von diesen Néten befreien? Diese Frage muss 
verneint werden. Dass Autarkie-Ideen immer wieder vertreten wer- 
den, beruht zum Teil auf unklaren Vorstellungen iiber die Sté- 
rungsempfindlichkeit selbstgeniigsamer Wirtschaftsgebilde. Miss- 
ernten und Naturkatastrophen, aber auch politische Umwalzungen 
pflegen in ihrer regionalen Ausdehnung nicht davon abzuhangen, 
ob man eine Autarkiepolitik betreibt oder nicht. Wenn die Welt- 
markte offenstehen, sind regionale HungersnGte leicht mit regio- 
nalen Uberschiissen anderer Teile der Welt zu bekampfen. Was im 
abgeteilten Wasserglase einen katastrophalen Sturm bedeutet, wird 
vom Strom der Weltwirtschaft ohne merkliche Veranderung des 
Wasserspiegels neutralisiert?*. Ob Autarkie geeignet ist, Ebbe und 
Flut weltweiter Konjunkturschwankungen von der nationalen Wirt- 
schaft oder gar einer einzelnen Branche fernzuhalten, ist zweifelhaft. 
Denn die Abschliessung der Markte kann heute nie so weit gehen, 
dass die Arbeitsteilung auf ein vorindustrielles Mass zuriickge- 
schraubt wird. Die Marktspaltungen des Autarkietyps selbst sind 
aber geeignet, weltweite konjunkturelle Krisen noch zu verscharfen, 
vor allem, wenn sie im Augenblick der Krise eingeleitet werden. 
Ein jedes Land versucht dabei, eine Planke aus dem Boot loszu- 
reissen, in dem alle sitzen. 

Wir haben im iibrigen den politischen Wettbewerb mit der unfreien 
Welt zu bestehen. Solange die einzelnen Markte der freien Lander 
nicht eng miteinander verbunden sind, geniigen verhaltnismassig 
geringfiigige, aber wohlgezielte Ein- und Ausfuhrpressionen durch 


23. Das spricht gegen die internationale Diskriminierung der « Niedrigpreis- 
lander» wie Japan. Hatte Japan freien Zugang zum Weltmarkt, ware es niemals 
in der Lage, wesentliche Preiseinbriiche hervorzurufen, weil seine Produktions- 
kapazitat dazu gar nicht ausreicht. Bleibt es in seinem «handelspolitischen 
Ghetto», dann muss es einen starkeren Exportdruck ausiiben, um seine Importe 
bezahlen zu kénnen. Die bedingungslose Aufnahme Japans in das GATT wird 
immer mehr zu einer Forderung der wirtschaftlichen und politischen Vernunft. 
Die Bildung regionaler Wirtschaftsunionen kann dieses Problem verscharfen, 
falls nicht gleichzeitig die Zolltarife gegeniiber Drittlandern kraftig gesenkt 
werden. 
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die grossen Zentralverwaltungswirtschaften, um wirtschaftliche und 
politische St6rungen in einzelnen Gebieten oder auf einzelnen 
Markten hervorzurufen. Ware das Meer des Weltmarktes nicht 
haufig in lauter einzelne Binnenseen oder gar Teiche aufgeteilt,die 
nur ungeniigend miteinander verbunden sind, dann waren wirt- 
schaftspolitische St6rungsmanéver nur erfolgreich, wenn die Zen- 
tralverwaltungswirtschaften ihren Aussenhandel stark ausdehnten. 
Dies kénnte aber das ganze zwangswirtschaftliche System gefahr- 
den. Der Anteil der Marktwirtschaften am Welthandel ist dem- 
gegeniiber so gross, dass sie dem Versuch der Wirtschaftsdiktaturen, 
das Meer auszutrinken, mit Ruhe entgegensehen kénnen. 


Sand tiber Siegburg (Deutschland ) Hans Willgerodt 


ZUSAMMENFASSUNG 


Der in der Literatur haufig verwendete Begriff der Marktspaltung hat bisher 
keinen ganz eindeutigen Sinn erhalten. Es wird vorgeschlagen, darunter alle 
Vorgange und Zustande zu verstehen, bei denen die gegenseitige Ersetzbarkeit 
der Giiter im wirtschaftlichen Verkehr vermindert wird. Durch diese Definition 
werden die Schwierigkeiten umgangen, die sich daraus ergeben, dass die Markte 
selbst wegen der zahllosen volkswirtschaftlichen Substitutionsbeziehungen keine 
klaren Grenzen aufweisen. Marktspaltungen kénnen dazu fiihren, dass kauf- 
kraftige Nachfrage auf abgespaltene Teilmarkte gelenkt wird (Beispiel: mono- 
polistische Preisdifferenzierung) oder von diesen abgespaltenen Teilmarkten 
ferngehalten wird (Beispiel: Rationierung). Es werden privatwirtschaftliche 
und staatlich-politische Marktspaltungen unterschieden und in zahlreiche Unter- 
gruppen gegliedert. Ein wesentlicher Teil der privatwirtschaftlichen Markt- 
spaltungen ist Ausdruck eines legitimes Verhaltens im Wettbewerb (grosse Teile 
der Qualitatskonkurrenz, viele zeitliche Marktspaltungen wie langfristige Liefer- 
vertrage und Termingeschafte). Allerdings zeigt sich, dass entgegen einer weit- 
verbreiteten Auffassung die Termingeschafte keine volkswirtschaftliche Stabili- 
sierungsfunktion haben, es sei denn, dass sie gleichzeitig von einer auf richtigen 
Voraussagen beruhenden Spekulation begleitet sind. Die Méglichkeit, mit Hilfe 
von Devisentermingeschaften die Pendelschlage eines frei beweglichen Wechsel- 
kurses zu dampfen, wird in Zweifel gezogen. Monopolistische Marktspaltungen 
werden in den mcisten Fallen fiir bedenklich gehalten. Die staatlich-politischen 
Marktspaltungen (Nachfrageschutz durch Héchstpreise und Rationierung; Ange- 
botsschutz durch Handelsschranken, Zugangsbeschrankungen, Mindestpreise 
und Mindestléhne, Beimischungszwang, staatliche Rohstoffabkommen) werden 
uberwiegend kritisch beurteilt. Vor allem wird auf die gréssere Krisenempfind- 
lichkeit regional abgesonderter Teilmarkte hingewiesen. 
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SUMMARY 


The term “‘division of the market’’, which frequently recurs in specialist literature, 
has as yet acquired no clear definition. It is suggested that it be used to cover those 
processes and situations which result in a diminution of the mutual substitution 
potential of goods in trade. This definition avoids the difficulties arising from the 
fact that the markets themselves, on account of the innumerable existing poten- 
tialities for substitution, exhibit no clearly marked boundaries. Divisions of the 
market can bring about the diversion of a demand from a quarter with high pur- 
chasing power into split-off part-markets (example: monopolistic price discrimi- 
nation) or the withholding of such a demand from these split-off part-markets 
(example: rationing). Private enterprise and national-political divisions of the 
market are distinguished and divided into numerous sub-groups. A significant 
proportion of the division of markets in private enterprise is the expression of a 
legitimate competitive situation (considerable proportions of quality competition, 
numerous periodic divisions of the market such as long-term supply contracts and 
trading in futures). It is nevertheless apparent that, contrary to a widespread 
assumption, trading in futures has a purely economic stabilising function, unless it is 
accompanied by speculation based on correct forecasts. Doubt is cast on the 
feasibility of damping the oscillations of a freely moving exchange rate by means 
of future exchange deals. Monopolistic divisions of the market are considered in 
most cases to involve hazard. National-political divisions of the market (protection 
of demand by price ceilings and rationing; protection of supply by trade restric- 
tions, restrictions of incoming stocks, minimum prices and minimum wages, 
prescription of admixture in certain products, state raw materials agreements) are 
adjudged critically. Attention is drawn above all to the increased crisis suscepti- 
bility of regionally isolated part-markets. 


RESUME 


Le terme de «division du marché», si souvent employé dans la littérature spécia- 
lisée, n’a jamais encore été défini de maniére absolument nette et précise. Dans le 
présent article il est proposé de compendre dans ce terme tous les processus ou 
états caractérisés par une diminution des possibilités de substitution mutuelle des 
biens participant aux échanges économiques. Une telle définition permet d’éviter 
les difficultés résultant du fait que les marchés eux-mémes n’ont pas de limites 
nettes en raison de la multiplicité des relations économiques, pour ce qui est des 
substitutions. Les divisions de marchés peuvent conduire a ce que la demande 
provenant de milieux au pouvoir d’achat puissant soit dirigée vers des marchés 
partiels, séparés (exemple: différenciation de prix en cas de tendances monopoli- 
santes), ou a ce qu’elle en soit détournée (exemple: rationnement). On distingue 
les divisions de marchés appartenant a l’économie privée et celles d’ordre politique 
et public. Chacune de ces deux catégories comprend de nombreuses sous-divisions. 
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Une partie considérable des divisions de marchés observées sur le plan de I’éco- 
nomie privée sont l’expression d’un comportement légitime dans la lutte concur- 
rentielle (en majeure partie dans la concurrence des qualités; on note un grand 
nombre de divisions temporaires du marchés: contrats de livraisons a long terme, 
marchés 4 terme). Contrairement 4 une opinion largement répandue, il a été 
observé que les marchés 4 terme — 4 moins d’étre accompagnés de spéculations 
basées sur des prévisions exactes — n’ont pas de fonction stabilisante sur le plan de 
l’ économie politique. En ce qui concerne les devises, la possibilité de freiner par des 
marchés a terme le mouvement oscillatoire de cours du change évoluant librement 
est mise en doute. Quant aux divisions du marché déterminées par des tendances 
monopolisantes, elles sont considérées comme périlleuses dans la majorité des cas. 
Les divisions du marché notées sur le plan politique et publique (protection de la 
demande par la détermination de prix maxima et par le rationnement; protection 
de l’offre par des limitations du commerce, des restrictions d’admission, la détermi- 
nation de prix et de salaires minima, la prescription d’adjonctions a certains pro- 
duits, les conventions de l’Etat concernant les matiéres premiéres) font de maniére 
générale l’objet d’observations critiques. L’attention du lecteur est notamment 
attirée sur la sensibilité aux crises accrue caractérisant les marchés partiels régio- 


naux. 
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INDICATORS FOR THE NATIONAL 
ACCOUNTS IN UNDER-DEVELOPED 
COUNTRIES** 


Introduction 


It is well known that in most under-developed and semi-developed 
countries the official figures for the national accounts appear with 
very long delays. This is all the more regrettable as their compilation 
and elaboration often tie up and withdraw from other uses a resource 
very scarce in such countries: well-trained statisticians and econo- 
mists. To have the result of such an investment appear so late as to 
make it close to useless for short-term policy decisions seems a very 
uneconomic use of economists. And while it might be argued that 
the publication dates are irrelevant because governments have the 
figures available long before they are published, this (a) is often 
untrue (b) neglects the frequent poor liaison between different 
government departments and (c) is scant consolation to the other 
potential users of such statistics, notably business firms and econo- 
mists in other governments or in international organizations. 

The answer is not, of course, to abandon the compilation of 
national account figures. They are one of the few major contributions 
of economics to society in the twentieth century and to scrap them 
because bottlenecks hold up their production would be patently 
absurd. Instead, governments shoul try to break through these 
bottlenecks by speeding up the processing and publication of the 
data, and users of the data should try to circumvent the bottlenecks 
instead of waiting for the published figures. It is with such an 
attempted circumvention that this paper concerns itself. 

By going fairly intensively into the figures of one country—Ar- 
gentina—an attempt is made to find statistical indicators of com- 


1. My interest in the subject of this paper was stimulated in the course of work 
performed in the Bureau of Economic Affairs of the United Nations, but the 
opinions expressed are exclusively my own and not necessarily those of the United 
Nations. I am indebted to Mr. Kare Moxsnes for his painstaking work on the 
computations. 

2. Figures in brackets refer to the bibliography, given at the end of the paper. 
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ponents of the national accounts. The indicators, in short, must meet 
two principal tests: they must be available on a fairly current basis, 
i.e., long before the national accounts themselves, and they must 
have a reasonably stable relation to one or more item in the accounts. 

The focus of interest in all cases lies on annual changes rather than 
absolute levels and on the national accounts in constant rather than 
in current prices. The reason is the same for both: this seems to be 
the sort of information most frequently needed for short-term ana- 
lysis. 

I 


The first problem was to analyse the structural relations between 
major sectors and the economy as a whole. Two approaches were 
experimented with: 


(a) to estimate total output directly on the basis of output in those 
sectors for which information is available, and 

(b) to calculate output in the rest of the economy on the basis of the 
known sectors. In both cases official data for the period 1935-1957 
were used. 


The ‘“‘known” sectors are manufacturing (X,), agriculture and 
livestock (X;) 2nd construction (X4) [1, 5]. For the first approach, 
gross domestic product (GDP = Xj) was calculated as a function of 
the three “known” sectors, while for the second approach services 
(X,,) was made the dependent variable, with X,, X; and X, being the 
independent ones. The known sectors normally constitute about 
50 per cent of gross domestic product, with the service sector (includ- 
ing government) making up the other half. Since the first approach 
therefore constituted correlating one variable with one half of its 
components, a higher correlation had automatically to result than in 
the second approach, in which one half of GDP was correlated with 
the other half. To minimize trend problems and to simulate most 
closely practical problems, all series were converted into indices 
based on the preceding year. 

The following results emerged: 


(a) The GDP equation is 


X, = 29.44+ 0.42 X,+ 0.23 X3+ 0.06 X, 
R = 0.94 
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(b) The services equation is 


Xy, = 56.13 +0.40 X,-+ 0.04 X3+ 0.02 X, 
R =0.78 


(c) Only the manufacturing (X,) and agricultural-pastoral (X3) 
sectors are unambiguously significant variables to determine 
GDP (X,), and only manufacturing has this role in the determi- 
nation of services (X,,) (see table 1). 


Table 1 


Structural Equations: First and Second Order Partial 
Correlation Coefficients 








GDP (X,) Services (X,,) 
T19.4 0.692 Tr12.4 0.694 
113.4 0.760 1113.4 0.300 
193.4 0.250 T 23.4 0.250 
T12.3 0.832 1112.3 0.721 
14.3 0.574 7114.3 0.372 
24.3 0.415 T 24.3 0.415 
113.2 0.804 1113.2 0.175 
T14.2 0.225 Ti14.2 0.104 
134.2 — 0.055 T 34.2 0.055 
712.34 0.796 7112.34 0.670 
113.04 0.839 1113.24 0.182 
"14.23 0.453 114.23 0.116 




















(d) The independent variables are not highly correlated among each 
other. 
(e) The average yearly errors in the calculations of GDP and of 
services by means of these equations would have been one and 
two per cent, respectively. (This was obtained by computing for 
each year the equation values for X, and X,,, comparing them 
to the original values and taking the percentage difference 
regardless of sign. The arithmetic mean of the computed differ- 
ences is the average error. See also chart 1). 
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Chart 1 


Argentina: Gpp and Services-Indices, preceding year = 100 
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The fact that the correlation coefficient under method (a) is in- 
flated by the nature of the method involving correlating a series with 
some of its components does not mean that the method is useless. In 
fact, if the problem is to get the closest possible estimation of a year to 
year change in total output, method (a) might still be preferable to 
(b) which would consist in calculating the change in the service item 
on the basis of X,, X, and X, and then calculating a weighted index of 
X, on the basis of the actual data for X,, X; and X, and the calculated 
figure of X,,. Both methods are, of course, related, and the sur- 
prisingly high correlation coefficient of method (b) means that both 
may be more or less equally successful. The service item in 1954 was 
composed of the following sectors [1]. 
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Communication and transport . . . 10.6 
Other public services ....... 1.0 
Housing and finance ....... 7-5 
ee ae ee eee 8.6 
eee a a 10.8 
53-2 
























































NATIONAL ACCOUNTS IN UNDER-DEVELOPED COUNTRIES 203 


Only the first three and the finance part of the fourth have an obvious 
direct relation with the “known” sectors; indeed, if the government’s 
countercyclical policy consisted in hiring civil servants in bad times 
and firing them in good ones, one-fifth of the service sector should 
bear an inverse relation to the “‘known”’ sectors. But this clearly 
either was not so or its effects were submerged in those of the rest of 
the service sector. 


II 


The next problem was to ascertain which of the currently available 
indicators fitted best the ““known’”’ components of GDP, especially X, 
and X3 (since X, was found to be of little help in improving the fit of 
the regression). Here, unfortunately, no such long series were availa- 
ble in all cases as for the national accounts. Cruder and less definitive 
methods than multiple regressions had therefore to be used in some 
cases to determine to what extent the proxy variables or indicators 
which are made available on a more or less current basis, represent 
the true values of the “known” sectors. 

In recent years the monthly index of industrial production has 
been published with a lag of approximately two months [2, 8]. For 
analysts working in Argentina the proper way to test to what extent 
this index is a proxy variable for X,—for our purposes—would be to 
take a ten months’ average for each year and compare it with the 
annual observations for X,. Analysts working abroad, however, have 
normally to add another one to two months’ delay until the figures 
reach them. The procedure adopted here, therefore, was to apply 
both tests: a “pessimistic”? one assuming a four months’ lag and an 
“optimistic”? one assuming only two month’s delay. 

Unfortunately a homogeneous series exists only since 1948. The 
rather crude average error test described above yields a 3.6 per cent 
annual error for the pessimistic hypothesis while the optimistic, ten 
months’ average reduces the annual average error to 1.8 per cent. 
Although the number of observations is too small to put much weight 
on such a test, the latter set of data were also correlated with X,, 
yielding 

Y = 13.31 + 0.86 (+ 0.16) X 
r = 0.90 
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where Y = X, and X is the average of the first ten months of each 
year’s index of industrial production, (all data being again indices 
where the preceding year = 100). The results underline the impor- 
tance of up-to-dateness in the industrial production figures since on 
the optimistic hypothesis some very acceptable estimates can be 
made, while on the pessimistic one the probable error is rather large. 
Even the poor results of the eight month’s averages are not, however, 
quite as discouraging as they look, being rather heavily influenced by 
the fact that in three consecutive years—1955—1957—serious labour 
disturbances were concentrated in the last quarter, making for 
abnormally large differences between the figures based on the first 
eight months and the annual averages. Since information on the 
existence of such industrial disputes are normally available at the 
time they occur, although their statistical impact on production 
appears only with the lag described, analysts could improve their 
estimation appreciably by making an ad hoc adjustment. 

For X3, or agriculture and livestock, some problems of timing exist. 
Grain crops—except maize, which is harvested in April—are 
harvested from November to January, depending on the altitude as 
well as the latitude. The wool season, on the other hand, begins on 
1 October and ends on 31 September, most of the clip being in by the 
end of the calendar year, while meat is, of course, slaughtered all 
through the year. There are many other crops, most of which 
correspond to their northern hemisphere counterparts with a six 
months’ lead or lag. Since for each crop production is concentrated 
in one part of the year—while income originating from this pro- 
duction is spread through the year—the problem is to find what 
crops to combine so as to conform to the national accounts which are 
based on calendar years. 

There are really two problems in this connexion: the conceptual 
and the statistical. The conceptual is to determine which method 
makes most sense in terms of the standard national income concepts. 
The statistical problem is the practical one of ascertaining what 
combination of crops gives the best fit in terms of the Argentine 
national accounts. In view of the particular task posed in this paper, 
not much need be said about the first, although it appears that the 
problem of how to treat the time element in the income-production 
identity would be worth more attention. 
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h In practice, and after considerable experimentation, it was found 
*5 that the best representation of the series on real national income 
r- | originating in the agricultural and pastoral sector in year ¢ was 
n | obtained by an index with the following components: an index of the 
e wheat, barley, oats, maize, rye and linseed crops (added by volume) 
2, [4, 6, 7] in year ¢— 1; indices of the sugar and cotton crops in ¢t — 1; 
r, and the mean of the indices of wool and meat production [6, g] in 
y | year t. The weights used were the international trade prices of these 
ir commodities in 1953 [8], since domestic pay-out prices were not 
yr , available. In view of the export policies prevailing at the time—sub- 
st stantial discrepancies between international prices and those paid to 
e producers—this establishes an erroneous weighting pattern, but the 
e net effect seems to be small. 
n Again converting all data into indices based on the preceding 
ir year for as long a time period as there are homogeneous data 

(1937-1957), the following regression equation was estimated by 
: least squares: Y = 97.4+0.64 (0.06) X; 

r = 0.97 
1S 
n where Y is the index of real income (output) in agriculture and 
le livestock and X the weighted index of production described above 
ll (see chart 2). 
h | Chart 2 
x Argentina: Computed and Actual Output of the Agricultural-Pastoral Sector 
d | (Indices, preceding year = 100) 
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That on the basis of readily available production figures for ten 
primary commodities we can estimate with such exactitude one of 
the two important variables in our original structural equation—and 
thus account directly for 15 to 20 per cent of gross domestic pro- 
duct—is gratifying. This is especially so as Argentine agriculture is 
much more diversified than we have allowed for: fruits, vegetables, 
pulses, tubers, as well as other cereals (rice, millets, bird-seed, etc.) 
are produced in appreciable quantities. Nevertheless, either the 
products chosen are a large enough proportion of the total, or-—more 
plausibly—the economic and climatic factors determining their 
production are similar enough to those determining the omitted pro- 
ducts, to make them representative*. Not too much need be said 
about the third independent variable—construction—in the structur- 
al equations since it was found to be of little help in determining 
either GDP or services. The difficulties encountered in estimating it 
will be touched upon in part m of this paper, relating to the estimation 
of the components of national product according to use. 


III 


Two major sectors of national product by use have to be determined 
in the context of this investigation: capital formation and con- 
sumption. The reason for the exclusion of the foreign sector is that 
data on exports in constant prices are fairly easily obtainable. Not 
only does the Argentine government since 1958 publish a dollar 
export unit value index (reprinted in the International Monetary 
Fund’s Jnternational Financial Statistics) but—when there is a lag in its 
publication—it is not too difficult to construct such an index oneself 
since foreign trade value data in dollars are also available. Besides, 
since the unification of the exchange rates in 1958, the trade sta- 
tistics in national currency—treated carefully—have also acquired 
some meaning. 


3. The production data are easily available on a current basis. Not only does 
the Argentine government publish its own estimates, but up to date figures are 
also published by the Food and Agriculture Organization of the United Nations, 
the Commonwealth Economic Committee and the United States Department of 
Agriculture, among others. 
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It would of course be preferable to estimate investment and con- 
sumption separately and—adjusting for foreign trade—to use the 
combined result as a check on the GDP calculation described earlier. 
If this does not prove feasible, it is still possible to obtain the change 
in the use sector that coulc not be calculated directly by combining 
the estimated change in gross product with the estimated change in 
the other use sector using as weights probably those of the preceding 
year or years. Naturally, such a procedure is less reliable than the 
one described previously. 

To obtain domestic capital formation, gross fixed capital was 
treated in isolation. Stocks have to be treated separately and cannot, 
by and large, be dealt with very satisfactorily. They are, however, too 
small a component of capital formation to be very troublesome. In 
1957, gross domestic capital formation [5] was composed—in current 
prices—of the following?: 





RCometemttidn. 2.0 8k ss 24.8 billion pesos 
Transport equipment .... . 15.0 billion pesos 
Machinery and other equipment 11.2 billion pesos 
Increase instocks.. .....; —1.7 billion pesos 





49.2 billion pesos 














While the share of construction was somewhat lower than in pre- 
ceding years, as was that of stock changes, in no case was the latter 
more than 5 per cent of the total. Since here we are concerned with 
rates of change, even considerable errors in the estimated change in 
stock changes is tolerable. 

It was attempted to estimate the construction and the machinery 
and equipment components separately, on the theory that rather 
different forces determined them and rather different indicators 
would be germane to them. For construction figures on floor space 
covered by new construction and alterations in the Federal Capital 
and the partidos (suburbs) of Greater Buenos Aires, have been pub- 
lished for many years [2, 3, 4]. Similar figures also exist for the other 


4. Total affected by rounding. 
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major cities but are published with such lags as to become useless for 
our purpose. 

The floor space figures did not, however, yield a reliable indicator 
of changes in construction activity. Even using what is presumably 
the best—i.e., the most complete—data, available only since 1950, 
the average error is g per cent in the annual changes. The indicator 
seems to catch the direction but not the degree of the change in 
construction in constant pesos. The possible reasons are, of course, 
many. Changes in thematerials used, originating either from different 
types of buildings put up or from technological change would appear 
to be most important. But this explanation is not confirmed by the 
fact that one obtains smaller average errors if one relates construction 
to the output of some of the main products used as inputs. Thus the 
“earth, stone and glass’ component of the industrial production 
index, over eight years, yields an average error of 4.3 per cent and 
that of “metal manufactures” one of 7.2 per cent. The former thus 
is not only a better estimator of construction than is floor space but 
also seems to be the best indicator for purposes of X, in the structural 
equations. 

A similarly unsatisfactory result was obtained in the attempt to 
calculate the annual changes in the equipment and machinery 
component of fixed capital formation. Over fourteen years an 
average error of 19.1 per cent meant that the indicator is not good, 
although it must be stated that the high average error is the result of 
three extreme years. Were these eliminated, the average error would 
fall to 9.2 per cent. 

Having found, however, that changes in neither of the two com- 
ponents of fixed capital formation can be predicted with much confi- 
dence from data available on a current basis, it is reassuring to find 
that, over fifteen years, the sum of the two, i.e., gross fixed capital 
formation, can be read off the index of production of durable 
goods—a component of the industrial production index. A straight 
line regression yields 


Y = —20.42+ 1.21 (10.17) X 
r = 0.90 


where Y is the index of fixed capital formation (preceding year = 
100) and_X is a similar index of production of durables. While this 
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result may look somewhat surprising, it would, of course, not be 
difficult to devise a model embodying certain relations between in- 
vestment in construction and in equipment, which would account 
for the fact that they can be “predicted” (by indicators) better to- 
gether than separately. 

A number of different approaches were used in trying to estimate 
changes in consumption, always keeping private and public con- 
sumption combined because of our inability to devise workable 
hypotheses about what indicators might represent government con- 
sumption faithfully. Indices of the “amount of salaries paid” in 
industry were deflated by the cost of living index over seventeen 
years, so as to obtain a real income of industrial workers series [2, 3]. 
Not only was the average error around 6 per cent but in quite a few 
years the index did not capture the direction of the change in real 
consumption. Another attempt to deflate the nominal minimum 
wage of unskilled workers by the cost of living index gave even worse 
results: in nine years the average annual error was over 12 per cent 
and the direction of changes were not caught well. Still another 
approach tried was to deflate the series on retail sales in the Federal 
Capital and partidos of Greater Buenos Aires, since they too are 
published with a lag of only about two months. The results were not 
substantially better. 

Finally the national accounts series on consumption were com- 
pared with some import and production data. Here it is particularly 
unfortunate that the homogeneous series do not extend back far 
enough to permit a simultaneous analysis of several factors. Adding 
the tonnage figures of imports of the four categories that are unam- 
biguously consumer goods—foods, bev: .ges, tobacco and textiles— 
in thirteen years yields an average error of 24 per cent against real 
consumption. Needless to say, tonnage figures would not have been 
used had deflatable value figures been available, but trade figures 
in dollars are only available back to 1955 and the previously pub- 
lished peso data are useless for the reasons indicated previously. 

An only slightly more satisfactory result emerged from comparing 
the non-durable goods components of the index of industrial pro- 
duction with the real consumption data. The direct comparison of 
changes yielded an average annual error of 4.5 per cent while the 
straight line relation over fourteen years was 
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Y = 60.2 + 0.42 (10.27) X 
r = 0.42 


where Y is the index of real consumption (preceding year = 100) 
and_ X is the production index mentioned (preceding year = 100). 

This is as far as it was found possible to make direct estimates of 
consumption. In practice these estimates should certainly be supple- 
mented by the estimates of consumption as a residual, described at 
the beginning of this section, since both the estimates of GDP and 
those of capital formation are of somewhat greater trustworthiness. 
It might also be mentioned that the national accounts themselves 
reflect this situation, since in them too (private) consumption is 
obtained as a residual. 


Conclusion 


The calculations performed indicate that the method of estimation of 
the national accounts here suggested—at least as applied to Argen- 
tina—is of considerably more value than might have been assumed 
on a priort grounds. It was found that structural relations of con- 
siderable stability exist in the Argentine national accounts and that 
these can be used fruitfully for estimates of sectors for which no useful 
indicators exist. It was found further that for the important structural 
variables indicators of considerable reliability could be found on a 
current basis and that changes in the major uses of the GDP could 
also be estimated with some confidence. If there is some tentativeness 
in this conclusion it springs from the fact that the variety of the data, 
of the time periods covered and of the calculations performed, does 
not make it possible to assign a single numerical value to the proba- 
bility of correctness of the final estimates. This is a serious statistical 
flaw, but should not deter us from further investigation along the 
lines indicated. 

Though the results turn out to be useful, this naturally does not 
mean that the same methods can be applied indiscriminately to other 
under-developed economies. Argentina, in point of fact, ought 
properly to be classified as semi-developed and one of the charac- 
teristics of such an economy is a relative wealth of statistics. For an 
investigation of this type, that is of course an asset; thus a major 
resource is the existence of continuous national accounts since 1935. 
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In most other—especially in less developed—countries, we have at 
best a single bench-mark pre-war year and then nothing before the 
late nineteen forties. Thus when a similar approach is tried for other 
countries other statistical problems will arise as well as other economic 
ones. Each economy has its own structural relations and while broad 
similarities may exist they are of little help in work of this kind. But 
while the relations, in many cases will be different, there is no reason 
to believe that the overall approach—the search for indicators of 
current availability and bearing a stable relation to the crucial social 
accounts—should not be as feasible elsewhere as it was found in 
Argentina. 

Only a few final remarks can be made here about the principal two 
special features of Argentina, i.e., those least likely to appear in 
many other underdeveloped countries. The first is the high proportion 
of income originating from services. This may be typical for Latin 
America but Latin America in this case is not typical for under- 
developed regions. In general, since the indicators for services are 
among the weakest, this difference should favour other countries. 
Another distinction is the absence of a large mining sector. Since such 
sectors, being usually intimately tied to the export sector, tend to 
have up-to-date production statistics, this is another feature favouring 
other countries. The relative complexity and advanced nature of 
Argentina, alluded to previously, also means that one is relatively 
less likely to hit upon simple relations useful in this context; here 
again a less developed economy is apt to be even more tractable. Of 
course a mapjor offset against the latter advantage is that less developed 
economies are also prone to compile and publish even fewer indi- 
cators on a current basis. The net advantage therefore, remains to be 
decided in particular cases. 


New York, N. Y. ENRIQUE LERDAU 
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PROLEGOMENA TO A THEORY 
OF SOCIAL CHANGE}! 


TatcotT Parsons once declared categorically that “‘...a general 
theory of the processes of change of social systems is not possible in the 
present state of knowledge”*. And one might add: none of the 
models of society currently in vogue among American social scien- 
tists provide an adequate basis upon which such a theory could at all 
be built*. This state of affairs should not find sociologists resting on 
their oars. For it leaves at least one half, perhaps the more important 
and certainly the more interesting half, of the problems barely recog- 
nized which sociology once boldly set out to solve. More recently, 
RoBERT BiERSTEDT has put his finger to the wound when he wrote: 
“*...a cogent theory of the process of history is the final, acid test of all 
sociological inquiry, and this, at the moment, is a test that sociology 
cannot pass’’¢, 

Like many sociological terms, that of social change has no stand- 
ardized meaning. Accordingly, under this heading a great variety of 
different phenomena have been treated whose logical connection 
with each other remains far from obvious. In particular, we are not 
sure whether any one of the meanings attached to the term can serve 
as a common denominator for all the others or whether we have to 
look for still another more general formulation of the whole problem®. 

1. Ashort version of this paper was read to the annual meeting of the American 
Sociological Society at Seattle, Washington 1958, August 27-29. 

2. The Social System, Glencoe 1951, Free Press, p. 486. 

3. This is not to say that it would be impossible to study phenomena of social 
change without such a theory. Still, after fifteen years of discussion it should hardly 
be necessary to demonstrate the usefulness or desirability of theory within the 


framework of an empirical science. 

4. The Social Order: An Introduction to Sociology, New York 1957, McGraw-Hill, 
P- 495- 

5. Cf. the critical review article by Atvin Boskorr, Social Change: Major 
Problems in the Emergence of Theoretical and Research Foci, in HowARD BECKER and 
Atvin BoskorF (eds.), Modern Sociological Theory in Continuity and Change, New York 
1957, Dryden, pp. 260-302, especially pp. 265-267, which came to our attention 
after the present paper had been substantially completed. For a still more recent 
treatment cf. WiLBERT E. Moore, ‘“‘A Reconsideration of Theories of Social 
Change’’, American Sociological Review 25 (1960), pp. 810-818. 
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Since much of the significant work done lately in theoretical sociology 
has been couched in terms of the structural-functional analysis of 
social interaction systems, this approach may serve as a convenient 
springboard. It would seem that perhaps a majority of the problems 
which go by the name of social change can be attacked from the 
standpoint of processes within a (major) social system, and that some 
of them have actually been solved in this manner®. But there remain 
others which it is not possible to understand in this way, and it is these 
problems which we would relegate specifically to the sociology of 
social change. In this case, social change could be said to refer to the 
change of social systems as systems rather than to patterned changes 
of interaction processes which constitute such systems, i.e. changes 
ina system’. For the present purpose, however, it appears more useful 
to think primarily of the transition from one to another social system 
if this cannot be treated adequately as change within some super- 
ordinate system. For, while this understanding obviously does not 
exhaust the full meaning of social change in the above sense, it 
stresses one crucial aspect of it. Moreover, one would expect that 
any theory of social change should be able to handle this problem, 
and that, once the processes of transformation from one system to 
another can be conceptualized and explained, other aspects should 
not offer any unsurmountable obstacles. By this procedure the theory 
of social change is also brought into close affinity to the theory of 
history; for the latter’s objective seems to be nothing else but to 
establish and explain regular sequences in which the transformation 
of major units of observation, variously called societies, nations, 
peoples, cultures and civilizations, into other units of the same species 
tends to occur through history’. 


6. See e.g. GEorcE C. Homans, The Human Group, New York 1950, Harcourt, 
Brace. 

7. This definition follows closely Tatcotr Parsons, op. cit., p. 480 and 
passim. 

8. The relationship between the sociological theory of social change and the 
historians’ theory of history, hinted at also in the above quotation from BreRsTEDT, 
would require a separate treatment. Valuable suggestions will be found e.g. in 
KENNETH E. Bocx, The Acceptance of Histories: Toward a Perspective for Social 
Science, University of California Publications in Sociology and Social Institutions, 
Vol. 3, No. 1, pp. 1-132, Berkeley and Los Angeles 1956, University of California 
Press. 
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If our working definition of social change is accepted, then almost 
everything sociologists are doing today pertains to what was once 
called static sociology, leaving dynamic sociology lying fallow. The 
repeated use of the weasel word “dynamic” does not change the 
situation, because any equilibrium, however dynamic it may be, 
refers to processes within some system, not to the transition from one 
to another system. Static sociology is by no means confined to the 
study of stationary social systems; on the contrary, its method had 
been invented precisely for the purpose of explaining the rather rapid 
movement of elements, or change of units, within a system: viz., 
contemporary Western Society. The metaphorical distinction sug- 
gested by N. S. TimasueErrF between kinetics and statics (or that be- 
tween morphology and physiology prefered by the French)® has 
found little favor among those whose structural-functional approach 
rather successfully combines both viewpoints. The difficulty of such 
an analytical separation is proved by their rather strained efforts to 
keep the “structural” and the “functional” aspects of a social system 
apart at all times?®. 

Dynamic sociology, or the theory of social change, became suspect 
in the same way and for the same reasons as other grand schemes of 
the early system builders or encyclopedic sociologists! which did 
not meet the crucial test of empirical verification. In turning to 
theories of the middle ground!?, which are even more ethno- 
centric in the time dimension than they are spatially, their suc- 
cessors have blocked many possible avenues to an understanding 
of social change. For such theories characteristically assume any 
number of factors and conditions as being constant, and thus leave 
them deliberately unanalyzed. Yet these are precisely the circum- 
stances which distinguish different societies (peoples, nations, etc.) 
and different historical epochs from each other, and whose identi- 


g. Nicuotas S. TimasHeErr, ““The Basic Concepts of Sociology’’ in American 
Journal of Sociology 58 (1952), 185; ARMAND CuviLLiER, Manuel de sociologie, 
2. vols, Paris 1950, Presses Universitaires. 

10. Cf. Marion J. Levy, Jr., The Structure of Society, Princeton 1952, Princeton 
University Press, pp. 55 ff. 

11. Cf. Howarp Becker and Atvin BoskorF (eds.), op. cit., pp. 61, 79. 

12. Ropert K. Merton, Social Theory and Social Structure: Toward the Codifi- 
cation of Theory and Research, Glencoe 1949, Free Press, p. 5. 
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fication is therefore essential for any study of secular social 
change?’, 

The conception of a social system in equilibrium, upon which 
most current theories rest, is another obstacle. Instead of being 
recognized as a purely heuristic device'*, it has in many cases 
acquired the character of an ontological dogma. Even RosBert 
K. Merton’s?® insistence on dysfunctions has not mitigated the 
general preoccupation with the adjustment, organization, mainte- 
nance and functioning of social systems. The obvious bias in favor 
of the survival of one particular social system, our own, has tended to 
conceal the simple fact that any particular social system, large or 
small, must become disorganized and maladjusted before social 
change can occur. We are still wont to speak of society as if there 
existed but one. Yet completed social change presupposes a plurality 
of societies, at least one that precedes another one. Of course, many 
empirical studies concern themselves with real social change as 
understood in this context?®, But their units are frequently con- 
ceptualized as sub-groups of Society with capital “S” rather than as 
partners in a relationship between several social systems of the same 
species. 


13. For example, the ecological ‘“‘laws’’ which had been found to hold true as 
far as most American cities around the turn of the century and for some time after- 
wards were concerned do not seem to be valid at all for most Old World cities or 
for cities during different historical epochs including American cities at a more 
recent time. In this case, ecological theory simply neglected the very factors which 
could account for differences in the urban development in various historical and 
cultural contexts. Accordingly it failed to provide any clue for a general theory of 
urban growth. The kind of ecology which once had been cultivated so successfully 
at Chicago did not fall in near-oblivion because of any error of fact but because the 
regularities it had stated correctly were no more true of the changed conditions 
in mid-century America. Theories of the middle range are always “‘static’’ even if 
they consider short-range changes; for they refer to some narrowly circumscribed 
social system with its typical and unique culture which they perceive as a given 
and fundamentally permanent, e.g. unchangeable, unit of observation. 

14. Cf. Homans, op. cit., p. 303. 

15. Op. cit., Chapter 1 and passim. 

16. Boskorr’s, op. cit., extensive review relieves us of the necessity to enumerate 
the various kinds of empirical studies concerned with problems of social change. 
See also Don MartTINDALE, Social Disorganization: The Conflict of Normative and 
Empirical Approaches in BECKER and Boskorr, op. cit., pp. 340-367. 




















al 


es 
tT 
ne 
e- 
or 
to 
or 
al 
re 


ny 
as 


as 
ne 


r of 
lly 
the 
ons 
n if 


yen 


ate 


ge. 
and 








THEORY OF SOCIAL CHANGE 217 


Before it will be possible to revive interest in the theory of social 
change among sociologists, who have largely relinquished the field to 
other social sciences and the humanities, the problem itself requires 
manageable formulation. The confusion of concepts is probably still 
greater here than in the better worked areas where considerable 
clarification and standardization of terms has been achieved in the 
last ten or fifteen years. One must, however, keep in mind that 
heuristic tools found adequate for one purpose might not fit another 
problem without considerable modification, supplementation and 
even substitution. The intention of this paper is to point up some 
vital distinctions easily overlooked, and to suggest some difficulties 
which first must be removed. 


Inadequacy of Functionalism 


Social change is liable to be mistaken for social process, indeed an 
ubiquitous object of interest to sociology. Social action, one of its 
modern key concepts, is a process. Social systems are patterns of 
processes. They also have built-in alterations of processes within a 
given range, as expressed e.g. by the notion of re-adjustment or 
equilibriation. Social change, as used in this context, on the other 
hand, refers to regular modifications of systems of processes rather 
than to the interdependence of processes making up a social system. 
The theoretical model of the functionalists takes care of the mainte- 
nance of a given social system but cannot account for “the rise and 
fall” of systems and the processes that lead to it.1®* 

Every social theory begins with ontological postulates—they may 
be few or many, and they may be labelled theological, philosophical 
or, somewhat misleadingly, “scientific”. In no case can a special 
science like sociology prove its own postulates. The open or covert sup- 
positions of functionalism include the conviction that the final end of 
a system of interdependent variables is its own existence. Under this 
perspective, eufunctional is that which serves self-preservation, 
dysfunctional that which hinders it. The notion of the self-preser- 
vation of the social system is derived from a false analogy with the 

16a. For a different viewpoint see the illuminating article by FRANCEsSCA 


Cancian, “Functional Analysis of Change’’, American Sociological Review 25 (1960), 
pp. 818-827, where some additional literature is cited. 
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biological law of the preservation of the species. For a given social 
system is always a singular case, a unique phenomenon, while the 
sociological homologue of a biological species would be “Society” in 
the sense of any social order. It is an ingrained conviction of American 
sociologists, and indeed of Western thought in general, that the 
social order exists for the sake of the individual. This is frequently 
expressed in the form of the proposition that the purpose of society is 
the satisfaction of human needs. The implied ultimate end may then 
be the preservation of the human species viewed mostly biologically ; 
that of any particular ethnic group or people, usually the one under 
investigation; or the maximation of individual well-being, as a rule 
conceived hedonistically; the realization of some, often unspecified, 
higher values, “cultural advancement” and the like. This is not the 
place to analyze the implications of metasociological positions. Yet 
it is important to realize that the functionalist approach may suffice 
to establish the necessity of some social order or system, but cannot 
explain the existence of any particular social system (which might be 
considered a problem lying outside the scope of social science), not 
even the existence of any particular type or kind of social systems 
(which most certainly would be a sociological concern). It is never- 
theless a legitimate and important question to ask what leads to the 
emergence of some particular type of social systems out of any 
number of possible arrangements, each of which may equally well 
satisfy the basic needs of man. 


Social Change versus Culture Change 


Another vexing problem is the difference between social change and 
culture change. Having once, however vaguely, achieved the signifi- 
cant distinction between culture and society, social scientists should 
not so easily give up the advantage by speaking loosely of socio- 
cultural change, or by using both phrases interchangeably. The 
danger of confusing the social and the cultural aspects of that which 
is supposed to change is a real one, which few of us manage to avoid 
at all times. A glance at conventional definitions shows that the two 
terms are not disjunctive. Since each is explained by referring to the 
other, an important logical rule is being violated. The reason lies, of 
course, in the fact that each concept receives its full scientific mean- 
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ing within the context of another theory: theoretical sociology and 
theoretical anthropology or, perhaps more appropriately, culturo- 
logy. Both are means to understand or explain the same total reality 
which, among many other things, is always social and always 
cultural. Either science views the same complex from a different 
standpoint; but the two perspectives are not sufficiently far apart 
from each other to prevent considerable overlapping. Neither the 
theory of society nor that of culture have as yet been fully developed. 
In all likelihood, culture will always have to be defined in terms of 
something that every society has or produces. In speaking of social 
systems, however, their necessary cultural ingredients, namely 
shared meanings, values and norms should, at least for the time 
being, be defined without reference to culture, which after all is 
meant to include also other aspects of human life, notably symbolic 
expressions and material manifestations. Thus the assumption would 
appear more fruitful that culture may to some extent vary inde- 
pendently; accordingly social change should be investigated sepa- 
rately from culture change?’. 


Which Units Are Supposed to Change With Regard to What ? 


Even if we agree that social change should be understood as change 
of entire social systems, we have to ask in which respect an empirical 
social order would have to change so that the change when completed 
could be conceived as the replacement of one system (or set of systems) 
through another. Theoretically at least, we are quite free in deter- 
mining the boundaries of some system as “‘an intelligible unit”. Thus 
we may define the social system, or if you prefer: social supersystem, 
in such a way as to include all of humanity, past, present and future. 


17. The same plea has been made by Boskorr, loc. cit., who distinguishes 
“patterns of association and relations through which persons influence or motivate 
one another’”’ as the social aspect from “‘certain products of these regularities in the 
form of communicable values, norms and standards” as the cultural aspect of the 
phenomena studied by sociologists (pp. 263f.). To him social change refers to 
“significant alterations in the structure and functioning of determinate social 
systems”’ (p. 263). The definition begs the question. For if social change means 
nothing more than “‘significant changes”’ of a social system, we still do not know 
when a change becomes significant, and to whom or with regard to what. 














E. K. FRANCIS 





220 


Although there is some doubt whether this constitutes a real net- 
work of social interaction which is both continuous in time and con- 
tiguous in space, Society in the abstract has frequently, even if some- 
what surreptitiously, been treated in such a manner. Any substitution 
of one subgroup by another can then be viewed as change within the 
total system so that the functional approach would be adequate for 
its study. 

It makes, however, more sense if we equate social system with that 
kind of total or global societies which are capable of satisfying all the 
basic wants of their participants and of maintaining themselves, to- 
gether with the personnel necessary for their existence, independently 
from any other social system not included in them. The empirical 
referent of the term “‘social system” would thus include modern 
nations as well as autonomous tribes of preliterates, although these 
are certainly not the only possible forms of total societies!*. It is 
doubtful whether the notion of a system tending to maintain itself 
through constant re-adjustment to disturbing forces is adequate for 
the conceptualization of the relationship that exists between several 
inclusive social systems which are in communication with each other 
in a given place and at a given time or, what is still more important: 
through time. Furthermore, it is by no means obvious whether the 
relations between such systems show any definite regularity or order 
so that we would be entitled to treat a given universe of social systems 
as being itself a system. From the standpoint of a structural-func- 
tional theory any social system communicating with a given social 
system A is considered part of the external environment of A. The 
approach is unsuitable for the understanding of a universe of social 
processes arranged in such a way as to form several social systems 
which in turn are liable to change their character or extension, to 
replace each other or to bring forth new systems. Current analogical 
thinking in sociology frequently overlooks two decisive differences 
between an organism and a society: 


(a) Unlike parts of an organism, members of a society can leave it 
and, together with members of other societies, can recombine to a 
new society. 


18. Cf. E. K. Francis, Wissenschaftliche Grundlagen soziologischen Denkens, Bern, 
Switzerland 1957, Francke, pp. 108f. 
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(b) While a biological organism does not alter the type of its 
structure during its life span, a given society can and does change its 
structure type in the course of its history!®. 

The last observation raises a problem of identity: when does a 
particular total society cease to exist, and at what point can we say 
that a new society has been born? Only rarely do we find a complete 
physical disappearance of personnel or a serious enough interruption 
of the concatenation of succeeding generations so as to be quite sure 
that people living now do not possess genetic links and, what is far 
more important, unbroken social traditions with some earlier so- 
ciety?°. If we consider, instead of personnel, the important shared 
values and norms of a society we have to admit, that in the course of 
history these may and do change continuously and often substantially 
(except perhaps in the case of extremely stationary societes) ; yet we 
usually hesitate to deny the identity of the subsisting society on these 
grounds alone. It would certainly be awkward to say that pre-Refor- 
mation English society is not the same as that of modern times. More- 
over, such changes are more conveniently treated under the title of 
culture change than ofsocial change. While we do distinguish between 
medieval and post-Reformation English culture we still assume the 
continuity of the society which is the carrier of different styles of 
living. 

It would seem that the primary concern of sociology is with the 
structure of a society, that is, with the regular arrangement of its 
elements (either individuals and subgroups, or social actions and 
subsystems of social actions) rather than with its personnel or culture 
as such. The important notion of dynamic equilibrium always implies 
processes changing the relative position of units within the structure. 
The net result of reorganization or adjustment is never the status quo 
ante(If social structures are ever changing than it might be useful to 
view social change, properly speaking, as the changing of changing 
structures with regard to the essential properties of particular struc- 
tures.) The application of the concept would thus require the classi- 
fication of social structures in several dimensions. 


19. Cf. AtFrep R. RapcuirFe-Brown, Structure and Function in Primitive 
Society, London 1952, Cohen and West, p. 181. 

20. The interesting case of mistaken or mythical self-identification by a 
society with an earlier one must here be neglected. 
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Change of Power Structure 


One of the more obvious aspects of a social system, in which changes 
can be observed, is its power structure. Its legal basis is the constitution 
of the body politic or the political subsystem of the total society. Stu- 
dents of law and politics have pondered the eminently practical 
question when a change in the constitution may relieve a successor 
state of its responsibility for the treaty obligations of a predecessor. 
A political revolution may or may not have important repercussions 
upon the structure of the total system, and thereby possibly disrupt 
its continuity. A revolution always implies a change in the personnel 
manning the positions of authority. But in some cases the new agents 
are from the same stratum of society which, as a whole, has exercised 
power over the rest before the revolution occurred so that the overall 
distribution of power in society remains the same. Unlike such more 
or less violent exchange of individuals belonging to the same circle or 
clique, the radical substitution of one social stratum through another 
one as the ruling element does have inescapable consequences for the 
structural arrangement of the total system. An essential difference of 
social type is suggested depending on whether priesthood, clans of 
warriors, landed estates, industrial bourgeoisie or proletariat supply 
the agents of the state, whose function it is to maintain a certain kind 
of constitutional order among all the collectivities and groups within 
its jurisdiction and effective range of power. Without considering 
shifts in other subsystems of a society such as economy, family and 
religion or ‘“‘ Weltanschauung’’, we should at least mention important 
demographic changes, e.g. in the sex ratio or the relative size of age 
groups, as a possible source of change in the essential properties of a 
social system. 

Rar DAHRENDORF?! has recently reminded us that the sociology 
of Kart Marx (as distinct from the philosophical components of his 
doctrine) provides a model which, unlike organism or system, implies 
not only a constant change of elements within a structure but the 
necessary transformation of any given structure through history. It 
takes into account the factors or forces which, though functioning 


21. Soziale Klassen und Klassenkonflikt in der industriellen Gesellschaft, Stuttgart 
1957, Enke. 
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within the system, are incessantly at work to restructure the whole. 
Marxian theory of social change is cataclysmic rather than evolu- 
tionary. It visualizes not so much a steady adjustment to changing 
conditions but conflict as an essential ingredient of any society, at 
least one having the instituiion of private property; and this conflict 
by necessity tends to increase up to the point where it erupts into revo- 
lution to pave the way for a different kind of structure on a higher 
level. Regardless of whether Marxism is refutable on empirical or 
logical grounds, it certainly offers unequivocal criteria which permit 
identification of social change if and when it occurs. Yet the replace- 
ment of one class in power through another emerging from the power- 
less masses, even if it should be proven to be a universal phenomenon, 
is not the only significant change of social structure one could think of. 

To Marx the unit whose structure is supposed to change is society. 
He left its meaning sufficiently vague to cause embarassment to 
those who had to interpret it in terms of concrete empirical referents. 
LEntn’s expansion of Marxist theory has much to do with the fact 
that modern societies are not really autonomous social systems but 
that the constellation of diverse societies, which are at different stages 
of development, has a decisive influence upon the assumedly in- 
evitable process of social change in any one of them. Even total so- 
cieties are not of the same kind. If we include other species of social 
patterns which we are able to distinguish analytically, the possible 
cases of transformations of one or more into another become ex- 
tremely varied. FLORIAN ZNANIECKI has proposed four or five different 
species of total societies alone??. To take two examples, the transition 
of a preliterate tribal society into a civilized society, or the transfor- 
mation of a literary society, with sacred books as the dominant com- 
ponent of its culture (e.g. medieval Christianity or Islam), into 
modern national societies can certainly be treated as instances of 
social change. On a different level of abstraction the same is true if 
we take the Gemeinschaft-Gesellschaft scheme with its many vari- 
ations as a point of departure. 

Ten years ago, I described the Russian Mennonites as a religious 
group which changed into an ethnic group. The phenomenon has 
meanwhile been confirmed through O’Dea’s researches on the Mor- 


22. Modern Nationalities, Urbana 1952, University of Illinois Press, pp. 9 ff. 
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mons?%, In the same general field we have the widely discussed reduc- 
tion of ethnic communities and groups as functioning systems of inter- 
action to status categories with ethnic reference**. These, too, con- 
cern social change. So does the emergence of a new organized group 
out of collective behavior, mass phenomena or a social movement”, 
If it is true, as I believe*, that the small psychological groups which 
are the object of a rapidly developing science of microsociology differ 
essentially from the large institutionalized patterns of behavior with 
which macrosociology is dealing, then the transitions from one kind 
to the other in both directions offer a vast area for the study of genuine 
social change. Such an approach may throw new lights upon what 
is now treated as the relation between the formal structure and in- 
formal organization of a workshop, military formation or bureau. 
During the recent suspension of the functioning of the German 
national society, which however was only momentary, there were 
sufficient indications of what might happen when a major social 
system disintegrates. Instead of a toal social vacuum, which is theo- 
retically impossible, a reentrenchment upon smaller social units, not- 
ably the immediate family, was discovered, and a social reorgani- 
zation on a lower level?’. Such regression appears to be another 
type of social change. 
Culture Change 


As far as the problem of culture change is concerned one might 
question whether this is at all a proper concern of sociology. It always 


23. E. K. Francis, ““The Russian Mennonites: From Religious Group to 
Ethnic Group’’, American Journal of Sociology 54 (1948), pp. 101-107, also: Jn 
Search of Utopia: The Mennonites in Manitoba, Glencoe 1956, Free Press; THomas 
F, O’Dea, ‘“‘Mormonism and the Avoidance of Sectarian Stagnation: A Study of 
Church, Sect and Incipient Nationality”, American Journal of Sociology 60 (1954), 
pp. 285-293 and The Mormons, Chicago 1957, University of Chicago Press. 

24. Cf. E. K. Francis, ‘““Minderheitenforschung in Amerika’’, Kélner Zeit- 
schrift fiir Soziologie und Sozialpsychologie 9 (1957), pp. 517-548. 

25. Cf. HERBERT BLumeER, ‘‘Collective Behavior’’, in ALFRED LEE (ed.), New 
Outline of the Principles of Sociology, New York 1946, Barnes and Noble; RALPH 
H. Turner and Lewis M. Kian, Collective Behavior, Englewood 1957, Cliffs, 
Prentice Hall; also RuDoLF HEBERLE, Social Movements: An Introduction to Political 
Sociology, New York 1951, Appleton-Century-Crofts. 

26. E. K. Francis, Wissenschaftliche Grundlagen, pp. 57 ff. 

27. Hetmut ScHELsky, Wandlungen der deutschen Familie in der Gegenwart, Dort- 
mund 1953, Ardey. 
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has been rather a moot point whether historians like SPENGLER and 
ToyNnBEE have been assuming a sociological role, or whether a 
Sorokin has remained true to his profession, when they were dis- 
cussing the emergence and disappearance of cultures, civilizations or 
“sociocultural supersystems’’. The situation does not become clearer 
just because ToyNnBEE, to take but one example, shows the irre- 
pressible urge to choose as empirical referents for what he calls 
civilization all sorts of total societies: nations, peoples, empires and 
so forth. 

By and large culture change, too, is conceptualized as the change 
of the culture as a whole, not of individual elements, complexes or 
traits within a given culture. Yet the parallel with social change must 
not be pushed too hard. The two concepts “‘society”’ and “culture”’ 
represent different levels of abstraction. If “‘society’’ may be con- 
sidered as an image of certain kinds of empirical social groupings, 
then “culture” is once more removed from “‘reality”’ in that it is 
derived by abstraction from the behavior of societies. Moreover the 
notion, shared by all members, of being part of a specific social unit 
is actually an effective and essential component of the ideal pattern 
of all organized groups. ‘“‘Culture”’ on the other hand is a rather 
recent concept? which much more rarely has entered the self- 
definition of major social groups, notably modern nations”. Of 
course, one particular culture complex, namely a common religious 
creed, has more often been at the center of such effective selfimages 
of major social units, but even this has been true only of certain 
cosmopolitan, “catholic” or world religions. 

The determination of the boundaries of empirical units and of 
their essential properties in respect to which social change may be 
said to occur has been found to be a very difficult undertaking. The 
corresponding task with regard to culture change, although seeming- 
ly much more obvious, entails still more tricky problems. These are 
being evaded not solved if they are thrown back into the lap of the 


28. See ALFRED L. KrogeBer and CrLypE KLuckHOoHN, Culture: A Critical 
Review of Concepts and Definitions, Cambridge, Mass. 1952, Peabody Museum. 

29. Not even all modern nations have been formed with exclusive reference to 
a common culture but only those of a type which FrrepricH MEINECKE (Welt- 
biirgertum und Nationalstaat, Miinchen 1919, Oldenbourg) has called Kulturnation as 
distinct from Staatsnation. 
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sociologists by identifying any particular culture with the behavior 
patterns and/or norm system of a given people, society, or other 
social group. Moreover, this is clearly not meant when we speak of 
culture complexes being diffused from one society to another, or of 
cultures and civilizations uniting diverse social systems. 

The evolutionary theories of the Social Darwinists, and their more 
sophisticated successors, have one assumption in common, namely 
the primacy of so-called material culture or the technological aspects 
of keeping human organisms alive and reproducing as well as of 
somehow increasing their wellbeing. Again this may simply reflect 
the heuristic advantage offered by the greater ease with which the 
effectiveness of technology can be measured and compared with that 
of other stages of development. In pointing at the cumulative effect 
of technological inventions it is furthermore possible to indicate the 
general direction in which culture change tends to move unless 
disturbed, and thereby to arrive at a theoretical model which serves a 
similar purpose as that of a social system in equilibrium. In this case 
the other elements of culture, characteristically described by way 
of obversion as non-material, assume the role of mere epiphenomena, 
i.e. more or less accidental accompaniments, rationalizations or 
superstructures of the process of culture. Incidentally, what proved 
useful as a heuristic device becomes a thinly disguised expression 
of an underlying metaphysics which may be appropriately called 
Naturalism. Many students of culture consider the postulates upon 
which such theories of culture change rest so much as self-evident 
axioms that they are convinced the adoption of any other set of 
postulates would be non-scientific. 

Yet the current, highly eclectic theory of culture and culture 
change is nourished from several, and in actuality contradictory, 
sources. Two souls were living also in the breast of such famous 
American scholars as KROEBER or REDFIELD*. History, the humani- 
ties, German Kultursoziologie for which the Anglo-Saxons do not 
even possess an appropriate translation, and cultural anthropologists 
like RutH BENEDICT, to mention but one, take their philosophical 
clues from idealism or Hecet rather than from Naturalism or 
SPENCER. When we speak of units of total cultures, integrated and 


go. About KroeBer’s dualistic interpretation see Davin Bipney, Theoretical 
Anthropology, New York 1953, Columbia University Press, pp. 252 ff. 
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identifiable by a central theme, ethos, focus, style etc. we are much 
closer to the notion of “‘objektiver Geist” than of superorganism. As 
a matter of fact, it would seem that such a unity can be perceived only 
intuitively rather than be determined rationally by any “‘objective’’, 
not to say: measurable, criteria. SoOROKIN’s attempt at a statistics of 
cultural phenomena has been received with considerable embarrass- 
ment by his colleagues, and he has ever since been treated by them 
as a renegate to the noble cause of science. Whatever one may think 
of SPENGLER, one has at least to grant that his treatment of cultures 
as entities sui generis has a greater internal consistency than the 
syncretic attempts of those who have followed in his foot steps. 
SPENGLER’Ss cultures are identified by esthetic criteria which in the 
last analysis have to be “‘erfiihlt’”? in the sense of GOETHE’s dictum 
“Wenn thr’s nicht fihlt, thr werdet’s nicht erjagen”. Once the method is 
accepted there is little that can be done to prove or disprove its 
results logico-experimentally ; one can only like or dislike them, or 
one can replace one interpretation by another equally subjective 
one. The wide agreement concerning the empirical units of total 
culture, e.g. medieval Christianity, Islam, Far Eastern or Western 
civilization, is largely due to a common tradition of cultural history 
and esthetic perception rather than to any empirically ascertainable 
objective criteria. 


Integration of Culture 


Cultures, like societies, have been conceptualized in terms of system, 
structure, pattern, configuration and the like. All of them contain the 
notion of order, of regular arrangement and interdependence of 
parts. Whether the specific scientific meaning of structure or system 
is particularly apt to describe cultural phenomena may be debatable. 
What we can determine with some degree of accuracy is the frequent 
coexistence of certain cultural elements, and with much lesser a 
degree their occasional covariance. We also believe to discern some 
necessary nexus between various cultural elements. The inner 
coherence and consistency of cultural phenomena is commonly 
expressed in degrees of integration. An integrated culture is as much 
a theoretical model as a social system in equilibrium. As a mere 
heuristic device it ought to be divorced from the philosophical 
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postulate that the perfection of a culture lies in its integration. More 
significant for the sociologist is the question whether and in what 
way the degree of cultural integration affects the societal equilibrium. 
While this is primarily a question of structural-functional theory, 
cultural integration could have a bearing on social change, particu- 
larly if it should be true that its lack must lead to the dissolution of a 
given society thus paving the way for some other one. 

As before, the question is to be raised which aspects of culture 
must change so that we are enabled to treat it as change of a par- 
ticular culture as a whole. If the inner coherence and relative con- 
sistency of various cultural phenomena found in a given context 
entitle us to consider them as a unit, then the essential property of 
any particular culture is that which makes for such unity and 
integration. It is highly doubtful whether material culture could 
qualify as such a factor. Rather, the most likely candidate for this 
role appears to be what has been termed a system of value orien- 
tations, more exactly: of dominant value orientations primarily 
determining the typical manner in which given systems of interaction 
between social beings, the ultimate producers and carriers of all 
culture, behave. Instead of “‘system’’ we would prefer “‘hierarchy of 
values”; for it is the rank of values which determines the relative 
position of culture elements in the total culture. The value concept is 
not an easy one to handle for the social scientist because of its re- 
markable tendency to get mixed up with diverse extraneous con- 
notations. Following CLypE KLuckHoHN®?, “‘value’’ may be taken 
as designating the desirable, by which the choice between alternatives 
of human action in given situations is influenced. The term ‘‘value 
orientation”’ has been reserved to those value notions which, among 
other things, “include definitely existential judgements’’**. The 
combination of normative with existential propositions is crucial. 
We have to keep in mind that not every social norm has moral 
sanctions attached to itself, and that value orientations are not 


31. “Values and Value Orientations in the Theory of Action: An Exploration 
in Definition and Classification”’, in TALcoTT PARsons and Epwarp Suits (eds.), 
Toward a General Theory of Action, Cambridge 1951, Harvard University Press, 
P- 395- 

32. Cf. Tatcott Parsons and Nei J. SMELSER, Economy and Society: A Study in 
the Integration of Economic and Social Theory, Glencoe 1956, Free Press, Chapter u. 
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confined to precepts of morality. Apart from this proviso, it is likely 
that within a complex of normative and existential ideas, the latter 
take precedence over the former. In other words, the notion that 
something is desirable presupposes an image ofits actual or potential, 
real or hypothetical existence. 

Thus, the suggestion may be in order that the focal aspect of 
culture is ““Weltanschauung”’, variously translated as world view, 
philosophy of life, interpretation of existence, and even ideology, 
myth or religion. Leaving aside terminological difficulties, it is 
simply the manner in which human existence is viewed in its total 
environment; KLUCKHOHN mentions the conception of nature, of 
man’s place in it, and of man’s relation to man*’, to which may be 
added the relation of man to God. This is not to say that religion is the 
same as ‘“Weltanschauung”’ but that the interpretation of human 
existence with specific reference to transcendental forces or entities 
is a very common form of viewing one’s world. The more consistent 
the total world view is within itself, the closer the norms come to the 
actualization of that whose existence is recognized as desirable, and 
the more compatible other dimensions of culture are with this central 
complex of shared existential propositions, the more integrated a 
culture will be. 

In this way we come close to saying that culture change may be 
recognized by the fact that the total world view underlying a given 
culture has changed. This suggestion, though a half-truth, is nothing 
new; it is as much germane to ComTe’s dynamic sociology as for 
instance to Dawson’s theory of history. It also is at the bottom of 
SoroKIn’s typology: ideal, ideational and sensate cultures. In fact 
it is so widespread under a great variety of guises and concealed 
beneath a truly luxuriant terminology that a very simple restatement 
may have served a useful purpose. 

Ifsocial change is taken to signify change in the essential properties 
of social systems, and if culture change is to mean change of the 
underlying world view, then it does not seem impossible to correlate 
the two with each other. This we shall not attempt any more. Still a 
warning seems to be in order. ‘““Weltanschauung” is not the only 
essential property of social systems. Parsons, for instance, distin- 
guishes four major subsystems, three of which he has already related 

33. Loc. cit. 





230 E. K. FRANCIS 


to definite empirical phenomena: polity, economy and family**, 
One might suggest that what he calls the integrative subsystem is 
related to religion in a wider sense of the word. The list may not be 
complete if for no other reason than because of the fact that sub- 
systems emerge and manifest themselves as separable parts of the 
total society in the course of history. As we succeed in clarifying the 
relationship between different analytical components of a social 
system, and the influence of change in any one of them upon the 
existence of the whole, many more difficulties will be removed that 
are in the way of a general theory of social change, or with a broader 
scope, of a theory of history constructed within the framework of 
empirical social science. 


University of Notre Dame E. K. Francis 


SUMMARY 


Prolegomena to a Theory of Social Change. The formulation of a general theory of the 
processes of change of social systems is one of the chief tasks of sociology ; none of the 
models of society currently in vogue provides an adequate basis on which such a 
theory could be built. The structural-functional analysis of social interaction 
systems is capable of understanding the majority of the various processes which go 
under the name of “‘social change”’ as processes within a (major) social system 
whose boundaries may be theoretically determined at will. On the other hand a 
working definition of a sociology of “‘social change’”’ is suggested, in which the term 
will primarily refer to processes of transition from one social system to another. 
An obstacle to a “‘dynamic’”’ sociology of this kind appears in the form of the 
conception of social systems in equilibrium. The inadequacy of functionalism lies in its 
ontological postulate that the final end of a social system is its own existence, which 
is derived from a false analogy with the biological law of the preservation of the 
species. This analogy holds good only for one social system in ‘‘Society”’ as a whole; 
the functionalist approach does not suffice to explain the existence of any particular 
social system or type of system as a particular case among any number of possible 
arrangements, each of which may equally well satisfy the basic needs of man. 


34. Cf. Tatcotr Parsons, RoBert F. BALEs and Epwarp A. Suits, Working 
Papers in the Theory of Action, Glencoe 1953, Free Press, and TALcotr Parsons and 
NeiL J. SMELSER, Economy and Society: A Study in the Integration of Economy and Social 
Theory, Glencoe 1956, Free Press. 
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The criteria for the transition from one social system to another must be sought 
in the change of social structure. Since the notion of dynamic equilibrium always 
implies processes changing the relative position of units within the structure, 
“social change”’ must be viewed as the changing of changing structures with regard 
to the essential properties of particular structures. The change of power structure in 
the form of the substitution of one social stratum through another one as the ruling 
element has inescapable consequences for the structural arrangement of the total 
system. To a certain extent Marxian sociology offers univocal criteria which per- 
mit identification of social change, but the alternation of ruling classes is not the 
only significant change of social structure one could think of. 

Social change should above all be viewed independently of culture change. Both 
concepts refer to the same total reality, but at different levels of abstraction. The 
problem of determining the boundaries of cultural units is not solved by identifying 
any particular culture with the behaviour patterns and/or norm systems of given 
social groups. The concept of an “integrated culture”’ is as much a theoretical 
model as a social system in equilibrium. The essential property of cultural unity 
consists in a definite, existentially coloured hierarchy of values, the ‘‘Welt- 
anschauung’’, whose change is the criterion of cultural change. One possibility of 
correlating social and cultural change arises from the consideration of the under- 
lying world view as one among many essential properties of social systems. 


ZUSAMMENFASSUNG 


Prolegomena zu einer Theorie der gesellschaftlichen Verdnderung. Die Konzipierung 
einer allgemeinen Theorie der Veranderungsprozesse sozialer Systeme ist eine 
der Hauptaufgaben der Soziologie; die heute gebrauchlichen Gesellschafts- 
modelle sind indessen als Ausgangspunkt zu einer solchen Theorie nicht geeignet. 
Die strukturell-funktionelle Analyse sozialer Wechselwirkungssysteme kann die 
meisten der Prozesse, die uneinheitlich als «gesellschaftliche Veranderung» 
bezeichnet werden, als Prozesse innerhalb eines grésseren sozialen Systems be- 
greifen, dessen Begrenzung theoretisch beliebig determinierbar ist. Demgegen- 
iiber wird als Arbeitsdefinition einer Soziologie der «gesellschaftlichen Verande- 
rung» vorgeschlagen, dass sie sich zunachst auf Prozesse des Ubergangs von einem 
sozialen System zum andern beziehen soll. 

Einer solchen «dynamischen» Soziologie stellt sich die Konzeption sozialer 
Gleichgewichtssysteme als Hindernis entgegen. Die /naddquanz des Funktionalismus 
liegt in seiner ontologischen Voraussetzung, dass der Endzweck eines sozialen 
Systems seine eigene Existenz sei, ausgehend von einer falschen Analogie zum 
biologischen Gesetz der Erhaltung der Art. Diese Analogie besteht nur zu einem 
sczialen System der « Gesellschaft» als ganzer; aber der funktionalistische Ansatz 
geniigt nicht, um die Existenz irgendeines besonderen sozialen Systems oder 
Systemtyps als Einzelfall einer Vielzahl méglicher Systeme zu erklaren, die zur 
Befriedigung der menschlichen Grundbediirfnisse alle gleich geeignet sind. 


7 
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Die Kriterien des Ubergangs von einem sozialen System zu einem andern sind 
in der Veranderung der Gesellschaftsstruktur zu finden. Da die Annahme eines 
dynamischen Gleichgewichts immer Prozesse einschliesst, die die relative Posi- 
tion von Einheiten innerhalb der Struktur verandern, stellt sich «gesellschaft- 
liche Veranderung» als Veranderung sich andernder Strukturen im Hinblick 
auf die wesentlichen Eigenarten besonderer Strukturen dar. Der Wechsel der 
Machtstruktur als Substitution einer sozialen Herrschaftsschicht durch eine andere 
hat unausweichliche Folgen fiir die strukturelle Ordnung des Gesamtsystems. 
Insofern bietet die marxistische Soziologie eindeutige Kriterien zur Identifikation 
gesellschaftlicher Veranderung, doch ist die Abwechslung herrschender Klassen 
nicht die einzig denkbare, bezeichnende Veranderung in der gesellschaftlichen 
Struktur. 

Gesellschaftliche Veranderung sollte zunachst unabhangig von kultureller Ver- 
Gnderung betrachtet werden. Beide Aspekte beziehen sich auf dieselbe totale Wirk- 
lichkeit, aber auf verschiedenen Ebenen der Abstraktion. Das Problem der Ab- 
grenzung kultureller Einheiten ist nicht durch Identifikation einer bestimmten 
Kultur mit Verhaltensmustern oder Normsystemen gegebener sozialer Einheiten 
zu lésen. Die Vorstellung einer «integrierten Kultur» ist ebensosehr theoretisches 
Modell wie die eines sozialen Systems im Gleichgewicht. Die wesentliche Eigen- 
art kultureller Einheit besteht in einer bestimmten, existentiell betonten Hier- 
archie der Werte, der «Weltanschauung», deren Veranderung das Kriterium 
fiir kulturelle Veranderung ausmacht. Eine Méglichkeit zur Korrelation gesell- 
schaftlicher und kultureller Veranderung ergibt sich daraus, dass die zugrunde 
liegende Weltanschauung als eine unter anderen wesentlichen Eigenarten sozialer 
Systeme betrachtet wird. 


RESUME 


Prolégoménes a une théorie des modifications sociales. La conception d’une théorie géné- 
rale des processus de modification des systémes sociaux est l’une des taches princi- 
pales de la sociologie; les modéles de société actuellement en vogue ne peuvent 
cependant servir de point de départ pour |’élaboration d’une telle théorie. L’ana- 
lyse structurelle et fonctionnelle des systémes d’interactions sociales parvient a 
expliquer la plupart des processus désignés dans leur ensemble par le terme de 
«modifications sociales» lorsqu’il s’agit de les saisir tels qu’ils se présentent dans un 
systéme social assez vaste dont les limites, en théorie, peuvent étre fixées librement. 
L’auteur se propose cependant de se concentrer sur une sociologie des «modifi- 
cations sociales» partant des processus de transition, c’est-a-dire du passage d’un 
systéme social a l’autre. 

Une telle sociologie «dynamique » doit se heurter 4 la conception des systémes 
d’équilibre social. Si le fonctionnalisme est 4 considérer comme inadéquat, cela 
réside dans ses bases ontologiques selon lesquelles — d’aprés une fausse analogie 
avec la loi biologique de la conservation de |’espéce — 'ultime raison d’étre d’un 
systéme social serait sa propre existence. Cette analogie n’existe que pour un 
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systéme englobant la société dans son ensemble; les données fonctionnalistes ne 
suffisent cependant pas a expliquer l’existence d’un systéme social particulier ou 
celle d’un certain type de systéme représentant un cas isolé entre d’innombrables 
autres systémes possibles, tous également aptes a satisfaire les principaux besoins 
de ’homme. 

Les critéres d’une transition, c’est-a-dire du passage d’un systéme social a 
l’autre, se trouvent dans les modifications de structure de la société. Etant donné 
que l’idée d’un équilibre dynamique implique toujours des processus modifiant la 
position relative des unités dans une certaine structure, les « modifications sociales » 
se présentent comme modifications de structures qui se transforment, et ceci en ce 
qui concerne les caractéristiques essentielles de structures particuliéres. Le change- 
ment de structure du pouvoir en tant que substitution d’une classe dirigeante par 
une autre a des répercussions inévitables sur l’ordre structurel d’un systéme dans 
son ensemble. Sous ce rapport, la sociologie marxiste fournit des critéres sirs pour 
identification de modifications sociales; la substitution d’une classe au pouvoir 
par une autre classe n’est cependant pas la seule modification importante de la 
structure sociale que l’on puisse imaginer. 

Les modifications sociales devraient étre traitées tout d’abord indépendamment 
des modifications culturelles. I] s’agit bien de deux aspects d’une seule et méme 
réalité totale, mais ils n’atteignent pas le méme degré d’abstraction. Le probléme 
de la délimitation d’unités culturelles ne peut étre résolu par l’identification d’une 
certaine culture avec des modéles de maintien ou des systémes de normes d’unités 
sociales données. L’idée d’une «culture intégrée» est un modéle théorique tout 
comme celle d’un systéme social en équilibre. La principale caractéristique d’une 
unité culturelle consiste en une hiérarchie des valeurs déterminée, avec prépondé- 
rance des éléments existentiels, c’est-a-dire en une «conception du monde» dont 
les modifications constituent un critére pour les modifications culturelles. La possi- 
bilité d’une corrélation entre modifications sociales et culturelles est donnée par le 
fait que la «conception du monde» est considérée comme faisant partie des 
caractéristiques essentielles des systémes sociaux. 











THE STAGES OF ECONOMIC GROWTH 


On the jacket of W. W. Rostow’s The Stages of Economic Growth: A Non-Communist 
Manifesto, the publisher advertises the product in these terms: ““This book is a 
generalization from the whole span of modern history. It gives an account of 
economic growth based on a dynamic theory of production and interpreted in 
terms of actual societies. It helps to explain historical changes and to predict major 
politiczl and economic trends; and it provides the significant links between 
economic and non-economic behavior which Kart Marx failed to discern.” The 
author’s own sales-pitch is equally strident: ““The stages are not merely descrip- 
tions. They are not merely a way of generalizing certain factual observations about 
the sequence of development of modern societies. They have an inner logic and 
continuity. They have an analytical bone-structure rooted in a dynamic theory of 
production’”’ (pp. 12f.). And the reasons for this enthusiasm is not only the light 
which the new theory is supposed to shed upon the process of economic and social 
evolution but also its alleged power to dispose once and for all of the Marxian 
dragon with which so many others have done battle but failed to slay. The reader 
is urged to “‘note the similarities between his (MARx’s) analysis and the stages of 
growth; and the differences between the two systems of thought, stage by stage’. 

We propose to accept this invitation and to carry out the comparison which 
Professor Rostow suggests. In what follows the first section will deal with the 
stages-of-growth scheme’s contribution to the theory of economic development. 
The second section will attempt to answer the question whether Marxian thought 
is capable of surviving this newest assault. 


I 


Such attention as Professor Rosrow’s writing have hitherto been able to command 
in the literature on economic development has been based upon some of his earlier 
empirical studies. His theoretical contributions have been meager—in fact, 
largely confined to various types of classification. Does his latest effort significantly 
change this picture? 

Professor Rosrow advances three propositions. First, he insists that the 
problem of growth is a historical one which must be considered within a frame- - - 
work of a historical periodization. Second, he emphasizes—and this is perhaps his 
mosi notable point—that economic growth is not a continuous and smooth but a 
discontinuous and dialectical process which pivots on a sudden revolutionary 
transformation, the ‘‘take-off into self-sustained growth’’. Third, he stresses a 
particular aspect of this discontinuity of economic growth: that it proceeds not 
by a balanced development of all sectors of the economy, but by successive leaps 
forward of the economy’s “‘leading sectors”’. 

These are undoubtedly valuable insights, although it can hardly be said that 
they are new or that they originate with Professor Rosrow. That theories of 
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.. growth must be historical was perhaps the first discovery of political economy; it 


has merely been forgotten in the century or so in which economic growth was 
almost wholly neglected in academic economics, except for the Marxists and those 
who, like the Germans and ScHUMPETER, accepted much of the Marxist Frage- 
stellung on the subject. The “‘take-off’’ is merely another name for the “‘industrial 
revolution” which was the basic analytic concept of modern economic history 
from the days of ENGELs to those of MANntoux until smothered by the gradualist 
criticism of CLAPHAM, AsHTON, and others between the two wars. The argument 
for uneven development is equally old. It was advanced by Marx, developed by 
Lenin, and underlies the ScHUMPETER-KONDRATIEV analysis of i1gth century 
economic development'. To be sure, the rediscovery of old truths is a most credit- 
able accomplishment—particularly in contemporary “‘behavioral sciences’ where 
apparently any nonsense goes as long as it has never been said before—though not 
one calling in itself for a major ovation. 

But when we come to consider Professor Rostow’s other achievements in the 
field of the theory of growth, the weaknesses are all too obvious. The first and most | 
serious is that his theory of “‘stages”’ actually tells us nothing except that there are 

- stages. The four other stages are implicit in the ‘‘take-off’’, and add nothing to it. 
Given a “‘take-off”’ there must obviously be a stage before it, butwhen theconditions 
for economic growth are not present, another when the pre-conditions for the 
“‘take-off”’ exist, and yet another following it when “fan economy demonstrates 
that it has the technological and entrepreneurial skills to produce not everything, 
but anything it wants’’ (which is Rostow’s definition of the stage of ‘‘maturity’’), 
and yet another when it has acquired the capacity to produce everything it wants 
(p. 10)?. Indeed, there is no departure (‘‘take-off”’) of any kind—in the history of 
nature, of societies or of individuals—which ¢annot be thought of as being preceded 
and followed by a number of “‘stages”’. If one has a penchant for symmetry one 
only has to make sure that the total number of stages—the ‘“‘take-off’’ included— 
should be uneven. 

Thus once we have one corner, we have the entire Pentagon. One weaknesg of 

~this procedure is, of course, that analysis must remain confined to its pam 
cordingly, the Rostovian stage theory, despite its comprehensive historic and 
sociological claims reduces economic growth to a single pattern. Any and every 
country, whatever its other characteristics, is classifiable only in respect to its 
position on the stepladder, the middle rung of which is the “‘take-off”’. This gives 
the Rostovian stages an air of spurious generality—they appear to apply to any 
and all economies, to the ussr as to the usA, to China as to Brazil—which, as we 
shall see, is not without its ideological implications, though it overlooks the 
obvious fact that, however universal the technical problems of economic growth 


1. Cf. also A. F. Burns, Production Trends in the United States since 1870, New York 1934. 
2. This stage Rosrow misnames “the age of high mass consumption”’ for both by the logical requirements 
of his schema and by his own observations on the subject (pp. 73/74) what characterizes it is not fundamentally 
~ mass consumption (which is only one of the alternative uses to which resources can be put by society) but 
abundance. This error in nomenclature is by no means trivial; it is associated with Rostow’s misleading 
treatment of the current stage of the United States’ economic development, when armaments rather than 
mass consumption represent the economy’s “leading sector’. 
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ed be, different social types of economic organization can, or must, solve them in 

very different ways. 

- Yet even within its extremely narrow limits the Rostovian theory can neither 
explain nor predict without introducing considerations that are completely- - 

| irrelevant to the stage schema. It simply fails to specify any mechanism of evolution 

~t which links the different stages. There is no particular reason why the “‘traditional’”’ 
society should turn into a society breeding the “preconditions” of the ‘‘take-off”’. 
Rostow’s account merely summarizes what these preconditions must be*, and 
repeats a version of that “classical answer”’ the inadequacy of which has long been 
evident: a combination of the “‘discovery and rediscovery of regions beyond 
Western Europe” and the “developing of modern scientific knowledge and - 
attitudes”’ (p. 31). Here is the deus cum machina. Nor is there any reason within the 
Rostovian stages why the “preconditions’’ should lead to the “‘take-off’’ to 
maturity, as is indeed evidenced by Rostow’s own difficulty in discovering, 
except long ex post facto, whether a “‘take-off’’ has taken place or not‘. In fact the 
Rostovian ‘‘take-off”’ concept has no predictive value. Similarly, when it comes - 
to analyzing the “‘inner structure”’ (p. 46) of the take-off or of any other stage, the 
Rostovian theory subsides into statements of the type that ‘‘things can happen in 
any one of a very large number of different ways’’, which constitute a rather 
limited contribution to knowledge‘. 

Such explanations and predictions as Rostow attempts are therefore little 
more than verbiage which has no connection with his stages theory or indeed with 
any theory of economic and social evolution, being generally based on what might 
be charitably called coffeehouse sociology and political speculation. The nearest 
he actually comes to an attempt at an explanation of why economic growth takes 
place is his emphasis on the importance of “‘reactive nationalism”’ and the crucial 
role of ‘‘an inherently competitive system of power’’ (pp. 109 and 151 n) in which 
states are historically enmeshed*. The explanation tends to be circular—when a 
country has economic growth it is evidence of reactive nationalism?’—as well as 

3. And this not with any great perspicacity. Thus one would suppose that agricultural change creates 
the preconditions of industrialization not merely by supplying “expanded food, expanded markets, and an 
expanded supply of loanable funds to the modern sector’’ (p. 24) but also—and perhaps decisively—an 
expanded labor force for it. 

4. Cf. the hesitations reflected in the footnotes to his table of “take-offs’’ (p. 38) and his inability to 
decide “whether the take-off period will, in fact be successful in the six cc porary ecc ies attempting 
take-off” (p. 44) as well as his failure to cope with the phenomenon of relapse after apparent take-offs. However 
critics, and especially statisticians, should resist the easy temptation Rostow thus provides to reject the entire 
concept of economic development by industrial revolution. 

5. For example: “Perhaps the most important thing to be said about the behavior of these variables in 
historical cases of take-off is that they have assumed many different forms. There is no single pattern. The rate 
and productivity of investment can rise, and the consequences of this rise can be diffused into a self-reinforcing 
general growth process by many different technical and economic routes, under the aegis of many different 
political, social and cultural settings, driven along by a wide variety of human motivations” (p. 46). Or, we 
may add, they may not rise, and may not be diffused... 

6. “The general case is of a society modernizing itself in a nationalist reaction to intrusion or the threat of 
intrusion from more advanced powers abroad”’ (p. 34). 

7. Cf. pp. 34/35 where the attempt is made, half-heartedly, to assimilate the pioneer industrialization of 
Britain to this pattern on no other grounds than that otherwise it would not fit the “‘general case’’. Admittedly, 
if a theory of economic evolution cannot explain the case which needs explaining most, namely the very first 


“take-off” in history, it is little more than scrap paper, though Professor Rostow does not seem too keenly 
aware of this. Cf. p. 27. 
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“open-ended: when an obviously nationalist country does not initiate a take-off, it is 


because ‘‘nationalism can be turned in any one of several directions”’ (p. 29). 
Moreover, even this type of explanation is crippied by Rostow’s refusal to admit 


-the profit motive into his analysis, a refusal not concealed by an occasional 


\ 


parenthetical remark granting its existence®. Still, weak as it is, the explanation 
of economic growth by nationalism and the logic of international rivalry is the 
closest Rostow comes to an analysis of economic development as distinct from re- 
labelling and classifying it. 

And this is not very close. For in addition to an incapacity to answer relevant 
questions, Professor Rostow shows an astonishing lack of ability for even recog- 
nizing their existence or their import. Thus one of the crucial problems which 
faces both the theorist and would-be planner of economic development under 
capitalist conditions is that “‘the criteria for private profit-maximization do not 
necessarily converge with the criteria for an optimum rate and pattern of growth 
in various sectors’’ (p. 50), indeed, that under pre-industrial conditions or in 
underdeveloped areas it can be shown that they are more likely than not to 
diverge. The statesman or economic administrator of a backward country knows 
that a century of western capitalism has failed to transfer any country across the 
gap which separates the advanced from the backward economies. He also knows 
that profit-oriented private investment can be relied on to build his country’s 
tourist hotels but not its steelworks. Consequently he has increasingly taken to 
imitating the Soviet method of achieving economic growth, which does not suffer 
from this disadvantage, rather than relying on the 19th-century European or 
American method which does. Rostow neither explains any of these facts which 
determine the actual problem of economic development in underdeveloped areas, 
nor does he even seem aware of them beyond the casual mention already quoted. 
Conversely, the historian must explain why, in spite of this divergence, or lack of 
convergence, a limited number of countries around the North Atlantic in the 18th 
and 19 th centuries actually managed to industrialize on a capitalist basis. Rostow 
appears equally oblivious of this problem. 

This obtuseness is not accidental. Indeed, the nature of Professor Rostow’s 
approach makes it impossible for him to solve such problems, and difficult even to 
realize their existence. For if we argue that the main motor of economic change 


- was at no time “profit-maximization (in the sense of) economic advantage”’ 


(pp. 149 ff.), we can hardly deal with, let alone answer questions which arise from 
the fact that all economic development between the “‘traditional’’ society and the 
appearance of the ussR was actually capitalist development and which calls 
therefore for an analysis of the specific characteristics of capitalism. If we abstract 
from everything that separates “eighteenth century Britain and KHRUSHCHEV’s 
Russia; Mei Japan and Mao’s China; BisMarck’s Germany and NAssER’s 
Egypt”’ (p. 1), we shall be unable to explain why NassErR’s Egypt finds Kurusu- 
CHEv’s Russia a more useful guide to economic development than eighteenth cen- 


8. Cf. on p. 28 ““The merchant has always been present, seeking in modernization not only the removal 
of obstacles to enlarged markets and profits, but also the high status denied him”’, but especially the re- 
markably contorted pages on colonialism (p. 108-112). 
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tury Britain. If we are anxious to minimize the element of economic advantage in 
the relation between advanced and dependent (colonial) economies (pp. 108-112, 
137/38, 156), we shall be unable to say anything useful about problems which arise 
out of the fact that dependent economies are dependent. 

Why, it may be asked, should a man adopt a theoretical approach so obviously 
defective and indeed self-defeating? At least one plausible answer may be sug- 
gested. Professor Rostow, is, on his own admission, primarily concerned not with 
arriving at a theory of economic development, but with writing a “‘non-communist 
manifesto”. Unlike other and wiser—we shall not say abler—scholars with 
similar objectives, he has chosen to abandon not merely MARx’s conclusions and 
his arguments, but even the basic posing of the problem of economic development 
as Marx saw it. It was, as we have tried to show, an unwise decision, for the 
Marxian questions are fundamental to any attempt at an understanding of the- 
process of economic development. What is required is at least an understanding sal 
Marx’s questions. To that level Professor Rostow has yet to rise. 


II 


An examination of the principal tenets of Rostow’s theory of economic growth—if 
| it can be at all said that such a theory is advanced in his bobok—thus reveals nothing 
that can be considered an addition to our knowledge of the history of economic 
development or an enrichment of our understanding of the processes involved. 
But Rostow offers something much more ambitious than “‘merely’’ a new theory 
of economic growth. He also proposes ‘‘a comprehensive, realistic and soundly 


based alternative to MArRx’s theory of how societies evolve”. Let us examine this -- 


latest effort to put Marx into the waste basket. Since, however, it is neither 
possible nor would it be rewarding to trace all the misconceptions and mis- 
representations of Marxian thought which Rostow has managed to compress in 
a few pages, we will have to limit ourselves to two problems which Rostow himself 
considers to be central to his Manifesto. 


The first relates to the nature of the engine which propells economic, social, - - 


and political evolution in the course of history. To this fundamental question, 
historical materialism provides a comprehensive and sophisticated answer. Far - 
be it from us to seek to emulate Rostow in the claim that this answer supplies pat 
solutions to all problems raised by the complex events and patterns of history. 
What historical materialism does claim is to have discovered an indispensable 
approach to the understanding of historical constellations and to have focused - 
‘attention on the nature of the principal energies responsible for their emergence, 
transformation, and disappearance. To put it in a nutshell: these energies are to 
be traced back to the always present tension between the degree of development 
of the forces of production on one side, and the prevailing relations of production 
on the other. To be sure, neither “forces of production” nor “relations of pro- 


duction” are simple notions. The former encompasses the existing state of ration- ~- 


ality, science, and technology, the mode of organization of production and the 
degree of development of man himself, that ‘‘most important productive force of 
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all”? (Marx). The latter refers to the mode of appropriation of the products of 
- human labor, the social condition under which production takes place, the 
~ principles of distribution, the modes of thought, the ideology, the Weltanschauung 
which constitute the “general ether’? (Marx) within which society functions at 
any given time. The conflict between the two—sometimes dormant and sometimes 
active—is due to a fundamental difference in the ‘‘laws of motion”’ of forces and 
- relations of production respectively. The forces of production tend to be highly 
dynamic. Driven by man’s quest for a better life, by the growth and expansion of 
human knowledge and rationality, by increasing population, the forces of pro- 
duction tend continually to gain in strength, in depth and in scope. The relations 
of production on the other hand tend to be sticky, conservative. Prevailing systems 
of appropriation and social organization, and political institutions favor some 
classes and discriminate against, frustrate, oppress other classes. They give rise 
to vested interests. Modes of thought freeze and display a tenacity and longevity 
giving rise to what is sometimes referred to as ‘cultural lags’’. When the forward 
movement of the forces of production becomes stymied by the deadweight of 
dominant interests and the shackles of dominant thought, one or the other has to 
yield. And since a dominant class never willingly relinquishes its time-honored 
privileges (partly for reasons of self-interest and partly because its own horizon is 
more or less narrowly circumscribed by the prevailing ideology sanctifying those 
very privileges), the clash tends to become violent. This is not to say that obsolete, 
retrograde relations of production are always burst asunder and swept away by 
revolutions. Depending on the circumstances prevailing in each individual case, 
the process unfolds in a wide variety of ways|Y iolent upheavals ‘‘from below’’ and 
relatively peaceful transformations “‘from above’’ are as much within the range of 
possibilities as periods of protracted stagnation in which the political, ideological, 
and social power of the ruling classes is strong enough to prevent the emergence 
of new forms of economic and social organization, to block or to slow a country’s 
economic development. ae 
Marx’s historical materialism insists, however, that the development of the 
forces of production has thus far been the commanding aspect of the historical 
process. Whatever may have been its vicissitudes, whatever may have been the 
setbacks and interruptions that it has suffered in the course of history, in the long 
run it has tended to overcome all obstacles, and to conquer all political, social and 
ideological structures subordinating them to its requirements. This struggle 
between the forces of production and the relations of production proceeds uneven- 
ly. Dramatic conquests are less frequent than long periods of siege in which 
victories remain elusive, imperfect, and impermanent. Different countries display 
different patterns which depend on their size, location, the strength and cohesion 
of their ruling classes, the courage, determination and leadership of the under- 
privileged; on the measure of foreign influence and support to which both or 
either are exposed; on the pervasiveness and power of the dominant ideologies 
(e.g. religion). Moreover, the course taken by tis struggle and its outcome differ 
greatly from period to period. Under conditions of capitalism’s competitive 
youth they were different from what they have become in the age of imperialism; 
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in the presence of a powerful socialist sector of the world, they are not the same 
as they were or would have been in its absence. No bloodless schema of 5 (or 3 or 7) 
“‘stages’’ can do justice to the multitude and variety of economic, technological, 


political, and ideological configurations generated by this never-ceasing battle - 


between the forces and relations of production. What Marx and ENGELs and 
LENIN taught those whose ambition it was to learn rather than to make careers by 
‘‘refuting’’ is that these historical configurations cannot be dealt with by “a 
generalization from the whole span of modern history’’, but have to be studied 
concretely, with full account taken of the wealth of factors and forces that participate 
in the shaping of any particular historical case. 

To forestall a possible misunderstanding: the foregoing is not intended io 
advocate renunciation of theory in favor of plodding empiricism. Rather it 
suggests the necessity of an interpenetration of theory and concrete observation, of 
empirical research illuminated by rational theory, of theoretical work which 
draws its life blood from historical study. Consider for instance any one of the 
many existing underdeveloped countries. Pigeonholing it in one of Rostow’s 


“‘stages’’ does not bring us any closer to an understanding of the country’s economic ~ - 


and social condition or give us a clue to the country’s developmental possibilities 
and prospects{ What is required for that is as accurate as possible an assessment 
of the social and political forces in the country pressing for change and for develop- 
ment (the economic condition and the stratification of the peasantry, its political 
traditions and its ideological make-up, tht economic and social status, internal 
differentiation and political aspirations of the bourgeoisie, the extent of its tie-up 
with foreign interests and the degree of monopoly prevailing in its national 
business, the closeness of its connection with the landowning interests and the 
measure of its participation in the existing government; the living and working 
conditions and the level of class consciousness of labor and its political and organ- 
izational strength). Nor is this by any means the entire job. On the other side of 
the fence are the groups, institutions, relations, and ideologies seeking to preserve 
the status quo, obstructing efforts directed towards its overturn. There are wealthy 
land-owners and/or rich peasants; there is a segment of the capitalist class firmly 
entrenched in monopolistic positions and allied with other privileged groups in 
society ; there is a government bureaucracy interwoven with and resting upon the 
military establishment; there are foreign investors supported by their respective 
national governments and working hand in hand with their native retainers. 
Only a thorough historical-materialist analysis, piercing the ideological fog 
maintained by the dominant coalition of interests and destroying the fetishes 
continually produced and reproduced by those concerned with the preservation of 
the status quo, only such historical-materialist analysis can hope to disentangle the 
snarl of tendencies and countertendencies, forces, influences, convictions and- 
opinions, drives and_resistances which account for the pattern of economic and 
social development.[And it is to this Marxist undertaking that Professor Rostow 
offers us his alternative: to assign the country in question to one of his “‘stages’’, 
and then to speculate on the “‘two possibilities” with which that country is con- 
fronted: it will either move on to the next “‘stage’’—or it won’t. And if it should 
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move to the next “‘stage’’, it will again face two possibilities: it will either stay 
there for a while, or it will slide back again. 

We may now turn briefly to Professor Rostow’s other sally against MARx by 
which he seeks to provide “‘significant links between economic and non-economic 
behavior which Kart Marx failed to discern’’. This enterprise, he apparently 
feels, will deliver the “‘coup de grace’’ to Marxian thought, “‘for’’, he assures us 
“it is absolutely essential to Marxism that it is over property that men fight and 
die” (p. 151)f What Kart Marx—“a lonely man, profoundly isolated from his 
fellows’’—did not discern, but Professor Rostow does, is the following: ‘‘Man... 


~-seeks, not merely economic advantage, but also power, leisure, adventure, 


continuity of experience and security. . in short, net human behavior is... not 
an act of maximization, but... an act of balancing alternative and often con- 
flicting human objectives.” ““This notion of balance among alternatives”, Pro- 
fessor Rostow observes “‘is, of course, more complex and difficult than a simple 
maximization proposition; and it does not lead to a series of rigid, inevitable 
stages of history’’. We submit that this ‘‘notion’’ may well be “‘complex and diffi- 
cult’’ but that it is also singularly devoid of any ascertainable content. It is re- 
markable how Professor Rostow, after having constructed a strawman bearing no 
resemblance to Marxism finds it beyond his powers to vanquish even such a 
‘“*hand-picked’’ enemy. 

Indeed—to put it bluntly—the whole argument is too helpless to serve even 
as a starting point for a serious discussfon. Even a passing acquaintance with the 
most important writings of MARx, ENGELs, and more recent Marxist writers is 
all that is required to realize the irrelevance of Rostow’s caricature of Marxism. 
Far from asserting that “‘history is uniquely determined by economic forces’’, and 
far from ignoring the “significant links between economic and non-economic 
behavior’, the theory of historical materialism advanced by Marx and his 
followers is nothing if not a powerful effort to explore the manifold, and historically 

~changing connections between the development of the forces and relations of 
production and the evolution of the consciousness, emotions, and ideologies of 
men. So much so that the Marxian theory of ideology has served as the point of 
departure and as a guide to an entire discipline known under the name of “‘soci- 
ology of knowledge”’, with all analytical history of religion, literature, art and 
science deriving its inspiration for the same source. MARx’s theory of alienation 
anticipating much of the subsequent development of social psychology, is in the 
center of modern study and criticism of culture. MaArx’s political theory has 
served as a conceptual basis for most that is valuable in modern European and 
American historical scholarship. And The Eighteenth of Brumaire of Louis Bonaparte— 
to name only one unsurpassed gem cf historical and sociological study—still 
shines as a model of a comprehensive and penetrating analysis of the ‘‘significant 
links between economic and non-economic behavior” in one particular historical 
case. 

But all this escapes Mr. Rostow who is not only incapable of contributing 
anything to the discussion of the relevant problems but even fails to comprehend 

the context within which they arise. For the problem of the “links between 
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economic and non-economic behavior’’, or for that matter of the explanation of 


man “balances alternatives’? or ‘‘adheres to the principle of maximization’ 
(which terms, incidentally, if they mean anything at all, amount to exactly the 
same), no more than there is meaning to the question whether man does or does not 
have “‘freedom of will’’. Noéne in his right mind—marxist, mechanical materialist, 


alternatives, or, for that matter, move their legs when they walk. The problem is 


that are available to men, what accounts for the nature of the goals which they set 
themselves in different periods of historical development, what makes them will 
what they will in various societies at various times. To this fundamental question 
there have been several answers. The theologian’s solution has been that all 
human acts and decisions are governed by the omnipotent and inscrutable will of 
God. The idealist who substituted the human spirit for the Deity arrives at a very 
similar position, unable as he is to explain what accounts for the actions and 
transactions of the spirit. The adherents of ‘‘psychologism”’ view human activity 
as an emanation of the human psyche itself an aspect of an eternally constant 
human nature®. The historical materialist considers human actions andmotivations 


latter continually propelled by the dynamism of the forces and relations of pro- 


them in turn. Professor Rostow, however, has the simplest solution of all: he does 
not know what the answer is, nor does he appear to care. Anything can happen: 
man moves hither and thither, balancing alternatives, making choices, striving for 
power, engaged in maximization of who knows what. And this is the new, original, 
unprecedented “‘theory’’ which makes good what Kari Marx failed to discern. 

We owe the reader an apology. Taken by itself Rostow’s Manifesto does not 
call for a lengthy review. If we have undertaken to write one nevertheless, it is 
because of considerations from the realm of the sociology of knowledge. His is an 
important document. It demonstrates in a particularly striking way the low 
estate to which Western social thought has declined in the current era of the 


cold war. 
Stanford University, California Paut A. BARAN 
Birkbeck College, London E. J. HopsBAwM 


9. For a somewhat more extensive discussion of this Cf. Paut A. BaRAN, Marxism and Psychoanalysis. 
Monthly Review Press, New York 1960. 


any human activity, economic or other, is not and never has been whether or not - - 


or idealist—has ever denied that men make choices, exercise their wills, balance - 


and always has been to discover what determines the nature of the alternatives -. 


to be complex results of a dialectical interaction of biotic and social processes, the - 


duction as well as by the ideological evolutions deriving from them and influencing - 
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Ertk BortTcHER. Die sowyjetische Wirtschaftspolitik am Scheidewege 
(Soviet Economic Policy at the Crossroads ). (V er6ffentlichungen der Aka- 
demie fiir Gemeinwirtschaft, Hamburg). Tiibingen 1959. J. C. B. 
Mohr (Paul Siebeck). 307 S. Lw. 26.50 pm; Brosch. 22.50 DM 


That the Soviet economy has been undergoing substantial, if not always 
radical, changes since STALIN’s death is by now virtually common knowledge in the 
better-informed parts of the world. But there is no unanimity among qualified 
observers as to the causes and nature of these changes, their meaning and signifi- 
cance, and their portent for the future. The serious literature on this subject is 
growing rapidly and Dr. BozTTCcHER’s book is an important, timely, and welcome 
addition to it. The author, until recently a staff member of the “Institut fiir 
Gemeinwirtschaft”’ at the ‘“‘Akademie fiir Gemeinwirtschaft’’, Hamburg, is a 
frequent and able contributor to scholarly German publications on various 
aspects of the Soviet economy. 

The book consists of five chapters. The first, a short one, recalls the origins of 
Soviet planning and describes the present planning system. The second discusses 
demographic trends, the development of the labor force, shifts in social structure, 
labor productivity, social security, education, and the formation of an elite. This 
chapter introduces the book’s central thesis: that by virtue of the tightening of its 
labor supply the Soviet economy is gradually entering a distinctly new phase in its 
history, the phase of ‘intensive industrialization’’. The third chapter reviews the 
agricultural situation. The fourth, entitled ‘“The Rationalization and Decentrali- 
zation of Industrial Production’’, deals with the post-STALIN developments in this 
area. It also includes a brief and largely theoretical discussion on the distinction 
between market and centrally-administered economies. The fifth chapter takes 
up the evolution of ideology in the ussr and its significance for economic policy. 

Until recently, BoErtcHER argues, Soviet industrialization was in its “‘ex- 
tensive’? phase, depending as it did on rapid expansion of the labor force in the 
modern sector of the economy. The sources of this expansion—paesants, house- 
wives, artisans—are now giving out. This is serious enough, but superimposed on 
the secular relative labor shortage is a temporary one occasioned by the wartime 
decimation of those age-groups which are entering the labor force during the late 
“fifties and a large part of the sixties’’. (BOETTCHER believes that Soviet non- 
agricultural employment will have to decline absolutely in the next few years 
[p. 42], though this much may be doubted. He may be closer to the mark with 
regard to man-hour input because of the shortening of the work-week.) Given the 
goal of rapid industrial growth, from now on Soviet planners will have to count 
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much more on rapid increases in average labor productivity, and hence on 
stepping up the pace of technical modernization, including automation. This 
much, of course, is what other western observers and the Soviet planners them- 
selves have been more or less saying, although the latter do not like to speak of a 
labor shortage. 

But to BoetrcHer the transition to “‘intensive”’ industrialization means much 
more than just a quantitative fact. He sees in it profound implications for the 
Soviet economy; indeed, for the whole Soviet society. He interprets KHRUSHCHEV’s 
economic reforms primarily in this light, and he expects further reforms in the 
planning system, the organization of the economy, particularly the degree of 
decentralization, wage policy, social security, the role of consumer demand in 
guiding production, and the place of ideology in the system. A good deal of what 
he says on these scores is tenable or at least not without merit; all of it is stimulating. 
Unfortunately, most of the time it’s teo terse. One wishes that the author had 
more often explained the logical and practical connections between cause and 
effect. If it was shortage of space that inhibited him, one wishes he had devoted 
less of it to historical digressions that on the whole cover familiar ground, and more 
to arguments central to his thesis. 

But it may also be that the reason for his terseness at crucial points in the 
argument is to be sought in his broader view of society and history, a view that is 
tinged with determinism in at least two senses. First, there are frequent parallels 
with the West to show that many of the problems now faced by the Soviet economy, 
and particularly those arising from the transition from extensive to intensive 
industrialization, were once faced by western countries, too, and that the reactions 
in the two instances have been, or may be expected to be, similar. There seems to 
be an underlying assumption that the two types of society are marching down the 
same road of history, albeit at different speeds and to the tunes of different bands. 
But it is the same road, the same turns are to be taken in it, and the leaders’ 
experiences in the past reveal to us the follower’s course in the future. Not that 
this view comes out in BoETTCHER as explicitly as in W. W. Rostrow’s The Stages of 
Economic Growth (Cambridge 1960)—or quite as prophetically—but it is there 
nonetheless. If this is so, the author may have regarded it at times superfluous to 
explain the actual social mechanism that is likely to bring about the foreseen 
consequences of the posited labor shortage. 

A case in point is his stand on the question whether the Soviet economy might 
not be moving toward some form of market economy, a question that has lately 
been intriguing quite a few students of the Soviet economy. We should note in this 
connection that BoETTCHER examines briefly the meaning of the concept (pp. 196to 
201) and argues that historically the market economy came into its own only with 
the appearance of labor shortage and the associated rise in consumer incomes. He 
repeatedly writes (e.g., pp. 180, 182, 279, 281/82, 295) as though significant 
elements of the market and of a compeiitive system have already appeared on the 
Soviet scene, and as though the large-scale extension of these elements were 
inevitable. One may share the view that the continuing rapid development of the 
Soviet economy and the growing attention to the consumer’s needs and tastes will 
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render increasingly urgent and serious the question of a market economy as an 
alternative to the present centrally-raanaged system, much as this question may be 
distasteful to the leadership and the orthodox theoreticians. But it does seem 
premature for the author to take it virtually for granted that by the time he wrote, 
apparently before the end of 1958, substantial elements of the market and of 
competition had already found their way into the Soviet economy. 

(By contrast, when evaluating the industrial reform of 1957, which abolished 
industrial ministries and created regional authorities, BOETTCHER sees it (p. 169)— 
essentially correctly—as a way of recapturing effective power for the leadership 
rather than as a granting of power to the lowest levels of the economic-adminis- 
trative hierarchy. But then it is unfortunate that he keeps referring to this measure 
as a “‘decentralization’”’, a word the Russians themselves carefully avoid in this 
connection.) 

The second sense in which BoETTCHER suggests a basic deterministic outlook 
is in holding that the Soviet leadership has generally acted rationally in economic 
matters in the past, given the prime goal of maximizing industrial growth. “‘An 
examination of Soviet economic policy reveals the frightening fact that a totali- 
tarian dictatorship knows how to master its social problems”’ (p. 278; see also 
pp. 247 and 257). This reviewer is not entirely convinced, but for lack of space he 
will only add the observation that many of the problems that the Soviet leadership 
has faced rationally, and at times masterfully overcome, were of its own earlier 
creation. Agriculture is perhaps the best case in point here. As BOETTCHER sees it, 
the logic of labor shortage and of modern technology is pushing the Soviet Union 
towards reduction in the role of compulsion, a market economy, high wages and 
high consumption, extensive social security, greater freedom for the individual— 
thus far everything the West has already attained since it ran into labor shortage— 
albeit with socialist ownership and even totalitarian dictatorship (the last however 
amenable to espousing rational action). If this is to be so—and few western 
students of the Soviet economy will deny BoETTCHER’s vision at least some 
measure of plausibility—then the reader may wonder why the particular title of 
the book? Where is the “‘crossroads’”?? And indeed, there is hardly any to be 
discerned until the very last page of the book. Here, in three brief paragraphs, we 
are now surprised to read that things need not proceed in one direction at all, 
that KHRUSHCHEV’s efforts at liberalization and rationalization may miscarry, and 
that by way of reaction a retrogression to a strict Zwangsystem may ensue. One is 
relieved that the author has finally found the crossroads of his title, but one 
wishes he had much more to say about it. 

All of us have our slips and lapses. Yet it is disappointing when a scholar with 
the author’s familiarity with Soviet affairs omits an important element in his 
schema or is insufficiently careful in handling the official figures. As to the former, 
BorTTCHER almost entirely overlooks the defense sector of the economy, although 
as a major claimant of manpower and other resources, and more broadly as a part 
of the dynamic of the Soviet society, it is most relevant to his argument. Examples 
of the second are his acceptance on the whole, despite some qualms on method- 
ological and other grounds, of the Soviet claims for the increase in industrial labor 
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productivity and for its contribution to total increase in industrial output (pp. 60 to 
61), though they have been repeatedly shown by western statisticians to be 
highly exaggerated; and his acceptance of the official claims for grain crops for 
years up to 1953, although these too have been known to have been greatly 
overstated, and since he wrote were in fact drastically revised downward by the 
Soviet authorities themselves. 

In sum, this is not an entirely satisfactory book. But it is an important book 
nevertheless, first, because it asks important questions throughout, and secondly, 
because it cannot fail to be stimulating and at times challenging to anyone 
seriously interested in the Soviet economy at its present crossroads (and there is 
one, after all). 


University of California Grecory GROSSMAN 


Aspectos Monetarios de las Economias Latinoamericanas, 1959. (Centro de 
Estudios Monetarios Latinoamericanos.) México 1960. 328 pp. 


The annual economic survey produced by cEMLA is gradually becoming an 
important event for economists interested in Latin America. It is a pity, therefore, 
that a volume mainly designed to review the events of one year, does not appear 
until September of the next. Current analysis gone stale can be very stale indeed. 

It is true that exhaustiveness has to be paid for with lateness, and in this case at 
least we get what we paid for. The Chapter 1 on the international economy is 
broadly conceived and draws on many sources. And yet, one asks oneself, what is 
the real need for this in view of the similar studies produced every year (earlier) by 
other international organizations? In spite of one’s admiration for Mr. W1oNCZEK’s 
contribution, therefore, one wonders if the price was not too high. 

Chapters u-tv are a different matter. Here we have, first, a generally fair and 
intelligent review of the existing Latin American stabilization programs. Chaptert 
the section on Argentina is particularly interesting. This reviewer would quarrel 
only with the emphasis which blames labor disturbances exclusively for the stag- 
nation in production. It is after all not necessarily a condemnation of credit 
restrictions in conditions of strong inflation to admit that they may impinge on 
demand. And the data presented show (Table 5) that real wages by November 
1959 had fallen some 30 per cent against the average of 1958. Chapter mr discusses 
external monetary developments—balance of payments, international financing, 
exchange rates, and, finally, international agreements on payments and on 
primary commodities. In the discussion of trade and payments agreements a new 
height of non-partisanship is reached: no one could guess from the bland—and 
perfectly accurate—wording of page 200 that serious disagreements had ever 
existed among international institutions on the subject of a payments union for 
the Latin American Free Trade Area. 
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Chapter tv contains the most ambitious part of the study, being an attempt to 
integrate monetary and output data into one comprehensive system. The tools 
used are a “‘liquidity coefficient”, a “‘change in liquidity”’ concept, the monetary 
framework of the International Monetary Fund, the national accounts and price 
deflators. The liquidity coefficient is the reciprocal of the income velocity of 
money—a concept never mentioned—and receives a peculiar interpretation 
already in an earlier Chapter: 

*‘As may be seen from Table 1, in six of the nine countries for which the 
coefficient could be calculated for 1959, it rose, which means that it absorbed part 
of the credit expansion. The same seems to have occurred in several other countries. 
Summarizing the above, it is possible to conclude that during year a certain 
moderation of the process of total monetary expansion occurred”’ (p. 101). 

The “‘change in liquidity”’ is defined as (Lz ¥%_,) — M¢_, where 


M = money supply 
L = liquidity coefficient 
Y = gross national product 


and the subscripts refers to the year measured. 

It is then pretended to explain the changes in gross national expenditure by 
discriminating, first, between real and price changes and, later, between changes 
in the money supply (broken down by components) and changes in liquidity. It 
would not be fair to be too critical of this since the author (Mr. Brctcu) is modest 
in his claims, ascribing to his analysis a provisional and experimental character. 
Furthermore, the attempt to integrate monetary and “‘real’’ data is a step in the 
right direction. Nevertheless, a warning may be in order: just the same way as the 
International Monetary Fund’s monetary framework is admirable for ex post 
description but cannot easily be used for ex ante explanation, so income velocity or 
liquidity concepts are ex post measures and must be treated as such. Truly explana- 
tory variables would require econometric measurements of the willingness to hold 
funds under varying circumstances. If the quality of the data does not permit such 
estimation, it is better to recognize this then to invest tautologies with more 
explanatory power than they have. Mr. Brcicu at times seems aware of this; one 
often senses a good deal of caution in his woruing. At other times he seems to 
forget it and to persuade himself that his broken down data tell a story beyong 
that of the principles used in the breakdown. It is to be hoped, therefore, that 
CEMLA will continue and refine this interesting work—based on a suggestion made 
in 1956 by Professor TrirFin—but that continued thought be given to the basic 
methodological issues involved. 


Washington, D.C. ENRIQUE LERDAU 
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Morpecal Ezekiet and Kart A. Fox. Methods of Correlation and 
Regression Analysis, Linear and Curvilinear. J. Wiley & Sons, New York, 
and Chapman & Hall, London, 1959. 548 pp. 


Im Herbst 1959 erschien, dreissig Jahre nach der Erstausgabe, das bekannte 
Standardwerk iiber Korrelation von EzExkr£t in dritter Auflage. Die Erweiterung 
des Titels (urspriinglich «Methods of Correlation Analysis») und die Hinzu- 
nahme eines Mitautors deuten auf eine wesentliche Umgestaltung und Ver- 
jiingung hin. Was wurde gegeniiber der zweiten Auflage (1941) verandert? 

Ausserlich hat der Aufbau des Werkes dadurch an Ubersichtlichkeit gewon- 
nen, dass die 26 (friiher 24) Kapitel in 7 «sections» gegliedert wurden, die 
folgende Gebiete enthalten: 


I. Introductory Concepts. 
II. Simple Regression, Linear and Curvilinear. 
III. Multiple Linear Regressions. 
IV. Multiple Curvilinear Regressions. 
V. Significance of Correlation and Regression Results. 
VI. Miscellaneous Special Regression Methods. 
VII. Uses and Philosophy of Correlation and Regression Analysis. 
Drei Appendices (Symbole, Formeln, Berechnungsmethoden, mathema- 
tisch-technische Anmerkungen) sowie Autoren- und Sachregister schliessen 
sich an. 


Mit dem Vordringen der Okonometrie hat sich in der Art der analytischen 
Fragestellung eine Schwerpunktverlagerung vollzogen: Untersuchungsgegen- 
stand ist heute primar die Art der Zusammenhange zwischen wirtschaftlichen 
Gréssen (Regression), wahrend eine Messung der Enge der Beziehung, die friiher 
im Mittelpunkt der Korrelationsanalyse stand, mehr zur Stiitzung der Regres- 
sionsergebnisse verwendet wird. Mit der Titelanderung bringen die Verfasser 
ihre Absicht zum Ausdruck, dieser Tatsache Rechnung zu tragen. 

Die generellen Methoden der Regressions- und Korrelationstechnik sind seit 
langem entwickelt, woran EZEKIEL mit eigenen Pionierleistungen einen erheb- 
lichen, verdienstvollen Anteil hat. Auf diesem Sektor sind also keine sensatio- 
nellen Neuerungen zu erwarten. Tatsachlich ist die Behandlung dieser Verfahren 
— bis auf einige Straffungen, Umstellungen und gelegentliche Umformulieruagen, 
durch die die bisherige Klarheit der Darstellung noch gesteigert wird — im gan- 
zen unverandert iibernommen worden. Niitzlich und wichtiger als neue Verein- 
fachungsmethoden zur manuellen Berechnung scheinen jedoch die Hinweise auf 
Modglichkeiten des Einsatzes elektronischer Datenverarbeitungssysteme. 

In der Einleitung findet sich der versteckte Vorwurf, in der iibrigen Literatur 
werde die Verwendung nicht-linearer und «joint functional» Regressionen ent- 
gegen ihrer Bedeutung iibergangen. Ezexrets Forschungen lagen auf diesem 
Sektor, insofern ist die Bemerkung verstandlich. Mehr und mehr setzt sic! jedoch 
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die Meinung durch, dass in den Sozialwissenschaften solche Ansatze — bis auf 
einfache, leicht linearisierbare Funktionen — praktisch verwertbare Resultate 
selten liefern. Fir den Okonomen scheint die Bedeutung iiberbetont und die Be- 
handlung reichlich breit (etwa 150 Seiten). In den Naturwissenschaften und bei 
vielen landwirtschaftlichen Untersuchungen liegen die Dinge anders. Sowohl 
EZEKIEL wie auch Fox arbeiten mit Schwergewicht auf dem Agrargebiet, und 
daraus erklart sich sicher der Unterschied in der Auffassung bei mancherlei 
Fragen. In der quantitativen Wirtschaftsforschung und der Okonometrie ist 
bisher ebenso wie im hauptsachlich technisch orientierten Operations-« research » 
nur den relativ einfachen Ansatzen Erfolg beschieden gewesen. 

Sehr ausfiithrlich wird die multiple Regression dargestellt. Die Fehlermasse, 
Signifikanzteste usw. sind tiberarbeitet und die jiingsten Forschungsergebnisse 
auf diesem Sektor einbezogen worden. Das ist zu begriissen. Es erstaunt jedoch, 
dass nicht in diesem Zusammenhang und iiberhaupt an keiner Stelle des Buches 
das Problem der Multikollinearitat (oder Interkorrelation der erklarenden, 
«unabhangigen» Variablen) einer Analyse unterworfen wird. Das 1934 von 
FriscH entwickelte Verfahren der «vollstandigen Regressionsanalyse» (con- 
fluence analysis) ist an versteckter Stelle (S. 474) zwar zitiert, aber Konsequenzen 
auf die partiellen Regressionskoeffizienten werden nicht gezogen. Das Problem 
ist in den Wirtschaftswissenschaften aber dusserst ernst, die Multikollinearitat 
bringt die meisten multiplen Ansatze zusammen mit den Fehlermassen zu Fall. 
Sicher ist es haufig wiinschenswert, mehrere Erklarungsgréssen heranzuziehen, 
aber das verlangt in der Regel wesentlich mehr vom statistischen Material, als 
dies hergeben kann — nicht nur wegen der Unvollkommenheit der Erhebung, 
sondern wegen der Art 6konomischer Prozesse. Positive Lésungsvorschlage exi- 
stieren bis heute nicht. Nur das Vorhandensein von Multikollinearitat lasst sich 
aufdecken, nicht jedoch exakt quantifizieren, und es fehlt jeder Massstab zur 
Beurteilung, welcher Grad von Multikollinearitat fiir vertretbare Resultate noch 
als zulassig anzusehen ist. 

Kapitel 20 bringt gegeniiber der 2. Auflage eine komplette Neufassung der 
Behandlung von Korrelationen und Regressionen mit Zeitreihen und der Ab- 
schatzung der Fehlerbereiche. Es geht im wesentlichen um das Problem der Auto- 
korrelation und im Zusammenhang damit um die Zuverlassigkeit fiir die Ver- 
gangenheit festgestellter Bezicehungen bei «unechten Stichproben» und die Sta- 
bilitat der Relationen iiber die Zeit und fiir die Zukunft. Hier gibt es einige aus- 
gebaute Testverfahren (v. NEUMANN-ratio u.a.) und, im Gegensatz zur Multi- 
kollinearitat, Méglichkeiten zur Verringerung der Gefahr, zu unsinnigen Schliis- 
sen zu gelangen, auch wenn die wahrscheinlichkeitstheoretischen Voraus- 
setzungen in den Ursprungsreihen nicht hinreichend erfiillt sind. Relevant sind 
die Fragen insbesondere fiir Prognosen aus Zeitreihen, bei denen allerdings mit 
iberwundenen statistisch-formalen Problemen die Schwierigkeiten nicht beseitigt 
sind. Gerade dieses Kapitel erscheint wichtig und in der straffen Darstellung be- 
sonders gelungen. 

Nach einer Anzahl spezieller Regressionsmethoden (zum Beispiel fiir quali- 
tative erklarende Variable, diskontinuierliche Daten usw.) folgt, erstmalig auf- 
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genommen, die Schatzung simultaner Gleichungssysteme (Kap. 24), die in der 
Okonometrie eine zentrale Stellung einnimmt. Gegenstand ist die gleichzeitige 
Bestimmung aller Strukturgleichungen, die zusammen den Ablauf eines Systems 
mehrerer endogener Variablen «kausal» determinieren. Die Darstellung be- 
schrankt sich auf die logischen und einige mathematische Grundlagen, vor allem 
die Identifizierbarkeit struktureller Parameter. Bis auf diesen Abschnitt behandelt 
das Buch ausschliesslich den sogenannten «single equation approach», und auch 
hier werden die aufwendigen simultanen Schatzmethoden (Maximum likelihood 
oder eine ihrer Vereinfachungen) nicht ausgefiihrt. Uberhaupt wird in der ge- 
samten Literatur wie auch in der praktischen Forschung meist nur auf die Exi- 
stenz und eine eventuelle Uberlegenheit gegeniiber der Einzelschatzung hinge- 
wiesen, und diese dann doch verwendet, auch bei nicht rekursiven Modellen. 
Es ist interessant zu sehen (S. 424 ff.), welch minimale Unterschiede in den Resul- 
taten sich bei den wenigen bisher erstellten Strukturschatzungen gegeniiber dem 
konventionellen Verfahren zeigen. Das neue Kapitel stellt zweifellos eine Berei- 
cherung des Werkes dar, wenn die Fragen natiirlich auch keineswegs ausdisku- 
tiert sind. 

In Kapitel 25 ist die Zusammenstellung wichtiger Anwendungsbeispiele auf 
den neuesten Stand gebracht, die landwirtschaftlichen Falle dominieren nach 
wie vor deutlich. Eine Sammlung von iiber zweihundert Veréffentlichungen 
quantitativer Studien am Schluss bietet niitzliche Hinweise fiir Forschung und 
statistischen Unterricht. 

Das Werk stellt hohe Anforderungen an den wenig geschulten Leser — nur 
zum Teil jedoch wegen der Kompliziertheit des behandelten Gegenstandes. Mit 
den mathematischen Techniken muss sich vertraut machen, wer quantitativ- 
ékonomische Forschungen beabsichtigt, und das vorliegende Buch ist ihm dabei 
ein ausgezeichneter Leitfaden. Aber es ist nur ein Lehrbuch der Verfahrens- 
technik (und kann nicht mehr sein, wenn es sich an verschiedene Disziplinen 
wenden will), das gerade wegen seiner K/arheit und formalen Uberzeugungs- 
kraft die Gefahr mit sich bringt, zu grosses Vertrauen in die Méglichkeiten zu 
erwecken, exai.te, definitive Ergebnisse mit den statistischen Methoden zu erzie- 
len. Im Schlusskapitel (26) aussern sich die Verfasser selbst kurz in dieser Rich- 
tung und dampfen damit etwas den Optimismus, der fiir die Ohren manches 
Okonomen aus den vorangegangenen 25 Kapiteln herausklingt. Die sorgfaltig 
und sehr vollstandig behandelten Verfahren sind ein notwendiges Instrument. 
Bedauerlicherweise hat aber die Einfiihrung zunachst haufiger fehlgeleitet als zu 
wirklich neuen oder besseren Forschungsresultaten verholfen, und mit der zu- 
nehmenden Verbreitung der Anwendung scheint heute der Missbrauch eher 
iiperproportional zu wachsen. Eine Uberwindung der Zasur zwischen grund- 
wissenschaftlicher, vor allem wirtschaftstheoretischer, und statistischer Ausbil- 
dung, die an den meisten deutschsprachigen Hochschulen heute noch viel zu 
scharf ist, kénnte in einiger Zeit vielleicht eine Besserung herbeifiihren. 


Universitat Basel Basel (Schweiz) HARALD GERFIN 
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SANTIKUMAR Guosu. Inflation in an Under-developed Economy—A Study 
of Inflation in India. Calcutta, 1959. The World Press Private Lid. 
179+39 pp. Rs. 11.00 


Economists like women are fashion-crazy. Perhaps it is in the nature of the 
subject. They cannot afford to overlook pressing problems of their times. And 
yet, with all the urgencies of the post-war economic problems, one cannot help 
feeling that the “‘craze’’ for growth economics in general and “‘under-develop- 
ment economics’’ in particular has been carried a littie too far. How else would 
one explain the continuous flow of literature on these subjects? To be sure, there 
are some absolutely good contributions. But they are heavily outnumbered by 
bad and indifferent ones. 

The book under review is not a bad book. And yet one would hesitate to call 
it good either. It is readable without being original. There is much room for 
expository improvement. Covering familiar ground, and using familiar techniques 
it reaches familiar conclusions. The reader, however, is left with an impression 
of not having wasted his time. At least, the present reviewer was. 

rhe book “‘seeks to give a broad and general analysis of the main processes 
and problems of inflation in an under-developed economy”’. And the under- 
developed economy happens to be India. It is divided into two parts. Part I is 
theoretical and deals with the processes of inflation, its significance, relevance and 
utility for an under-developed economy. It also examines the comparative rele- 
vence and effectiveness of carious anti-inflationary measures in the context of 
such an economy. The second part discusses inflation in India during and after 
the Second World War. An essay on Deficit Financing and Economic Develop- 
ment is added as Part III of the book. 

In a developing economy, says Mr. GHosH, some amount of inflation is in- 
evitable and even desirable. A close watch, however, has to be kept to prevent it 
from running into the wage-price spiral. As anti-inflationary measures, none of 
the three main alternatives—monetary and fiscal policy and direct controls— 
singly could be of much help. Each has to be supplemented by others at appropri- 
ate points and time. This analysis, as would be obvious, proceeds along well- 
established and familiar path. An otherwise satisfactory analysis, however, is 
marred by some loose thinking and consequently conflicting conclusions. To take 
only one instance, the author argues that currency is the only form of liquid 
wealth in an under-developed economy and “‘so long as money plays a role 
mainly for transaction purposes... monetary policy can be more powerful in 
controlling inflation” (p. 33). And in the preceding pages, Mr. Guos both ex- 
plicitiy and implicitly maintains that the existence in such an economy of a large 
and significant non-monetized sector and of other institutional rigidities neces- 
sarily limit the scope and utility of monetary policy as an anti-inflationary force. 
The reviewer also feels that in order to be effective, direct controls, from amongst 
the assortment of anti-inflationary measures, will have to play a more dominant 
role than the author would presumably permit them to do. 
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In Part II, Mr. Guosu has examined in details, the beginnings and progress 
of inflation in India through the Second World War. The political upheavel of 
1947 and the subsequent developmental efforts have only served to aggravate 
the problem, and inflation has never ceased to be a serious headache to the 
Indian government. All this has been very well analysed by the author. The 
entire analysis is well supported by comprehensive statistics and is adequately 
documented. 

In Part I1I—and the reviewer hopes this will become an integral part of the 
book in the next edition—the role of deficit financing in economic development 
is discussed on familiar lines. The author has, however, made a challenging 
remark which is worth examining. He thinks that in spite of considerable deficit 
financing, ‘‘the critical rate of price-increase beyond which inflationary pressure 
develops into inflation has not in all probability been reached” (Part III, p. 14). 
Again “inflationary problem in the Indian economy has so far been essentially a 
surface phenomenon’’ (Part III, p.23, underlines supplied). And, hence he thinks 
India might go in for more deficit financing without any fear. Let us look at a 
few relevent facts. The total money supply in March 1960 stood at Rs. 2701 
crores as compared to Rs. 1979 crores in 1950-1951. Wholesale and consumer 
price level also registered a substantial increase over this period. In view of these 
facts, Mr. GHosn’s remarks seem to be nothing short of an act of bravado. This 
is supported by Government of India’s decision to curtail the deficit-financed 
expenditure in the Third Plan appreciably. The corresponding figures for the 
Second and Third Plans are Rs. 1175 crores and Rs. 550 crores respectively (Govt. 
of India, Third Five Year Plan—a draft outline, p.47). 

In conclusion, the reviewer would like to express a personal feeling. It seems 
we are fast reaching a point of saturation in regard to literature on economics of 
under-developed regions. And one has the inevitable feeling and hope that some 
discrimination would be shown in its publication. He is sure, it will do us lot of 
good as a body of economists, not to speak of the general public, which will be 
saved of much indifferent stuff. 


Aligarh Muslim University Maumoop A, Raz 
Department of Economics, 
Aligarh, UP, India 
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Harry W. ZIMMERMANN (ed.), Aspekte der Automation. Frankfurter 
Tagung der List Gesellschaft (Veroffentlichungen der List Gesellschaft 
EV, Bd. 16). Kyklos-Verlag, Basel, und J. C. B. Mohr, Tiibingen, 


1960. 409 S. 
Marius Hammer. Vergleichende Morphologie der Arbeit in der Euro- 
pdischen Automobilindustrie — Die Entwicklung zur Automation. (Ver- 


offentlichungen der List Gesellschaft Ev, Bd. 15.) Kyklos-Verlag, 
Basel, und J. C. B. Mohr, Tiibingen, 1959. 80 S. pM 12.— 


There has been a flood of books on automation during the last five years. 
Nevertheless, the publication of the proceedings of a conference at which German 
theoretical and practical experts discuss the subject constitutes a welcome addition 
to the growing literature in automation, especially as the participants were a 
highly representative gathering. 

It is impossible to do justice to the vast material in a brief review, so I propose 
to confine my remarks to the most controversial contribution to the proceedings. 
In his report on the economic aspects of automation, Prof. WEssELs sough! to 
minimise the importance of automation by stating that even in a most highly 
developed economy automated industry only represents a very small proportion 
of the total production. This was written in 1957, and one is permitted to wonder 
if the author still maintains that view, having regard to experience in the ussr, 
the United States and other industrialised countries. Of course much depends 
on the definition of automation. 

An even more highly controversial statement is that the increased require- 
ments of automated industries for capital equipment absorb most if not all the 
increase in productive capacity resulting from automation. He admits, however, 
that automation might be necessary in order to maintain the output in face of a 
scarcity of labour. He warns against the tendency towards oligopoly resulting 
from automation which favours large firms at the expense of small firms. 

Dr. HAMMER’s book specialises in one industry. It is a pity there are relatively 
few such books which provide the raw material fer those who investigate the 
broader aspects of automation. & 


ss Paut EInzic 


Z. Y. HERsSHLAG. Turkey: An Econom; in Transition. (Institute of Social 


Studies, Publications on Social Change No. 14.) The Hague 1958. 
Van Keulen nv. 340 pp. 55s. 


HERSHLAG’s study of the development of the economy of Turkey during the 
decades between the two World Wars and the decade following World War m1 is 
an economist’s book that is a pleasure to read. He deals with the interesting 
problems, treats them intelligently and succinctly, taps a mass of sources not 
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easily (or at all) available outside of Turkey, and makes some useful! contributions 
to the analysis of the puzzle of the spasmodic and relatively unsuccessful quality of 
Turkey’s economic development. 

HeERsHLAG’s book is policy-oriented and attempts to assess the impact of 
government intentions, government legislation, and government intervention on 
the efforts of Turkey’s economy to emerge from the retarded and stagnant state in 
which the Ottoman Empire left it. The central thread of the book is an examination 
of the struggle in Turkey between etatism and economic liberalism since the 
beginning of the Turkish Republic, an examination which permits a study of the 
effects of government policies in the broadest sense on the development of the 
economy, and also a study of the reverse effect of economic realities on economic 
policy. 

The feature of KEMAL’s etatism after World War 1 that was unique at the time 
it was launched was that it involved massive state intervention in the economy, but 
with no political ideology, either socialist or fascist. The aim was economic 
development; the means were (philosophically) immaterial. In a way the result 
was that the Turkish economy was caught between two stools, and suffered from 
intervention without real planning. On the other hand, the refusal to follow the 
Soviet path did (and still does) leave Turkey the option of utilizing the talents of 
its citizens in the framework ofa free society molded to a considerable degree in the 
image of the West. 

One of the determining features of the period since World War u, as compared 
with the inter-war period, has been the ready availability of economic support 
from abroad, particularly, of course, from the United States but more recently 
from the countries of Western Europe as well. This weakened the basis for etatism 
in two ways: first, by reducing the necessity fer squeezing savings out of the 
population at home as a method of financing domestic investment; and second, 
by bringing about some accommodation to the economic practices of the suppliers 
of loans or aid grants. 

Among the interesting problems dealt with in the book is the role of agriculture 
in the development process in Turkey, in connection with which HERSHLAG 
makes several important criticisms. In the inter-war period, the first Five Year 
Plan which went into effect in 1934 did not include agriculture. With the limited 
amount of capital available to Turkey being concentrated in industrial develop- 
ment, and with no attempt being made to extend the internal market for industrial 
raw materials originating in agriculture, the development efforts of the time left 
agriculture behind. The expansion of agricultural output that did occur was due 
mainly to extension of the cultivated area (and growth of the farm population) 
rather than to any considerable intensification of cultivation. In the years after 
World War nu, the extension of farming areas was accelerated by mechanization, 
but unit crop yields did not increase much owing to insufficient use of fertilizer and 
inadequate irrigation. 

Nevertheless, one of the major changes that occurred in Turkey after World 
War 1 was a rapid increase in income cf the agricultural sector as a result of the 
construction of farm-to-market roads, the operation of a system of price supports 
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paid through Toprak (the Centrai Office for Soil Produce), and the exemption of 
agriculture from direct taxation. However, within agriculture, HERSHLAG points 
out, the system of price supports and tax exemption has had a regressive effect on 
income distribution by discriminating in favor of the large landowners. Toprak 
operates to their benefit by subsidizing marketed crops, in a society where much of 
agriculture is still on a subsistence level; while the blanket tax exemption, which 
applies to rich and to poor, is patently regressive. 

HERSHLAG offers several reasons for the lack of sucess of the attempts to 
industrialize Turkey. In the inter-war period, Turkey lacked investment re- 
sources, entrepreneurs, skilled labor, and an internal market. The discouraging 
effect of these lacks was reinforced by errors of planning: in the location of in- 
dustries, in the choice of enterprises arid products unsuited to local conditions and 
needs, and in a proliferation of investment activities that prevented adequate 
investment in fewer fields. In the post-World War u period, most of these factors 
were still relevant. Although a greater volume of investment resources was 
available, particularly from abroad, the MENDEREs regime was notorious for its 
talent in wasting investment. The new upper middle class that has emerged 
operates mainly in trade and finance, and leaves industry to the government. One 
may go beyond HErRsHLac by saying that this is due in part to a fundamental lack 
of confidence in the social system within which the Turkish economy must operate. 
The attitudes of potential industrial entrepreneurs are undoubtedly affected by 
events such as the plundering of the minorities in Turkey during World War un, 
by the inflationary situation brought about by the reckless policies of the ostensibly 
anti-etatist MENDERES government in the 1950’s, and by an awareness of the 
ultimate instability of government itself in a country like Turkey. Most of the 
blame for the slow pace of industrialization must, however, be attributed to the 
inadequacies of the economic policies of Turkey’s government. 


The Rand Corporation HAROLD LuBELL 
Economic Department 
Santa Monica, California 


Hoover, Epcar M., and VERNon, Raymonp. Anatomy of a Metro- 
polis. Cambridge, Mass., 1959. Harvard University Press. 327 pp. 


The urban renewal program which is currently being undertaken in such 
major American cities as Chicago, Pittsburgh, Detroit, St. Louis, Philadelphia, 
and New York has yielded a number of metropolitan area studies which are shed- 
ding important new light on the economics of cities. The present volume is the 
opening work in a series of monographs on the New York metropolitan region (of 
which several others have appeared in the meantime). This particular book ‘‘traces 
the changing distribution of jobs and homes within the Region and it probes for 
the critical forces in the Region which are likely to change that distribution in 


256 BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 


the future.”’ It leaves to other volumes the analysis of such special aspects as the 
national market, transportation, labor and government activities. 

Part I develops a frame of reference by dividing the region, which extend up 
to 100 miles from the center, into four concentric zones. Part II, entitled ‘“The 
Jobs’’, studies first New York’s manufacturing activities in general and thenin much 
greater detail those special industries that inhabit Manhattan’s central business 
district: the garment industry and its auxiliaries (embroidery, knit goods, hats, 
hair goods, leather goods, feathers, furs, buttons, models and patterns), the jewelry, 
and the printing and publishing industries. All are characterized by “‘small plants, 
the need for speedy communication and transportation and a high degree of unpre- 
dictability as regards the nature of their final products.’’ Among the office activities 
or “‘white collar jobs’’ we find the same dependence on rapid communication or 
transportation in (1) wholesaling, (2) the financial community: brokerage, bank- 
ing, and insurance, and to a lesser extent for (3) corporate headquarters. Less 
attention is given to the numerically small but locationally strategic entertainment 
and restaurant industry, but some interesting relationships are traced between the 
entertainment and the garment industries. These chapters, including a section on 
“the pursuit of the consumer’’, i.e., retailing, should be required reading for 
anyone who plans to see New York and seeks to understand this fascinating place. 
They also contain the most lucid analysis of the forces that compel the phantastic 
degree of concentration of economic activity on this little island. While the core 
of the financial community is expected to remain essentially intact, compacted 
in its downtown citadel, there is shown to be a perceptible trend toward diminish- 
ing the percentage share of the region’s specialized business activities that is 
located in the Manhattan central business district—the area south of Central 
Park. Nevertheless, the absolute number of office jobs in Manhattan may in- 
crease for some time as indicated by the current crop of new office buildings 
in Midtown Manhattan. The eventual bottleneck, incidentally is shown to be 
the transportation system since the corps of middle class office workers has been 
driven out of the core area through deterioration of housing and neighborhoods 
and through the high cost of replacement by modern apartment house structures. 
This fact and many other interesting features of the residential density gradient 
are developed in Part m1 ‘“The People’’. Part tv summarizes the findings and pre- 
dictions: a further spread of both economic activities and people throughout the 
region and a lessening of differential densities. While this is hardly surprising 
there are a number of related forecasts on the demand for transportation, the 
conversion and new building of homes and apartment houses which detail some 
lesser known trends. Methodological, classificatory and statistical questions are 
dealt with in the final part of the book in a series of appendices. 

The theoretical analysis, the statistical documentation and the style of presen- 
tation command the highest respect. The student of urban economics or location 
theory as well as the general reader with an interest in New York will find this 
an illuminating and stimulating book. 


> 


Brown University Martin J. BECKMANN 
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EBERHARD RHEIN. Moglichkeiten und Probleme staatlicher Investitions- 
planung in der Marktwirtschaft, dargestellt am Beispiel Frankreichs. (Band 5 
der Buchreihe “Untersuchungen zur Volkswirtschaftspolitik”, Ab- 
teilung A der Reihe “Die industrielle Entwicklung, Analyse der 
wirtschaftlichen, sozialen und politischen Auswirkungen der Indu- 
strialisierung”, hg. von Fritz Voigt und Karl Gustav Specht.) 
Niirnberg, K6In und Opladen 1960. Westdeutscher Verlag. 174 S. 


Unfortunately not all the volumes of the series “Industrial Development: 
analysis of the economic, social and political consequences of industrialization’’ 
are mentioned on the last page of this book, only the first on ‘“Theory of Industri- 
alization”’ by Dr. Sicurp KLatr, the sixth on “Investment Policy of nationalized 
industrial Enterprises in France’? by Dr. WALTER Stock, the tenth on ‘‘The 
Importance of the Energy Sector for the Development Policy”’ by Dr. A. GHANIE 
Guaussy and the 13th on “Possibilities and Limits of Fiscal Policy in the Parla- 
mentarian Democracy”? by Dr. WERNER Dosrinskt. The editor of the series, 
Professor Vorcr, tells us in his preface that the other volumes were primarily on 
the theoretical consequences of industrial development and that the following will 
be concerned with the analysis of the economic, political and social problems of 
industrialization in various countries, later also in those which are not yet fully 
industrialized. 

The book has the following chapters: 1. Investment plans as basis of the French 
economic and investment policy; 1. Measures taken in France to carry out the 
investment plans; m1. Critical discussion of the principles of French investment 
planning. In the first chapter RHEIN gives a very interesting description of the 
origin, the aims, the organs and the mechanism of French investment planning, 
in the second chapter he describes and analyzes the instruments of investment 
planning as e.g. fixing of prices (not used in France after 1948), control of the capi- 
tal market and public funds for investment (Public Investment Fund etc.) and 
fiscal policy not only for the promotion of certain investments but also for the pro- 
motion of saving. In the third chapter RHEIN analyzes the fundamental problems 
arising during the drawing up of the investment plans and the problems arising 
during the execution of these plans. In this latter part the instruments of investment 
planning are again discussed. RHEIN affirms here the determination of quotas for 
goods is only admissible in emergency situations, e.g. in reconstruction years, but 
not in normal times when the investment policy of the firms should be influenced 
by the general plan without the abolishment of the freedom to make individual 
decisions. He believes that credit policies can serve only to a very limited extent as 
instruments for the direction of investments. They should mainly be concerned 
with the monetary stability and the frictionless monetary circulation. RHEIN 
reports that France used measures of controling the capital market in order to direct 
investments to certain sectors according to the plan. But as soon as the capital 
supply designed to satisfy the demand for investments was sufficiently hight at a 
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moderate interest rate this system becomes absurd, the more so when a national 
economy approaches the American level where it is difficult to determine which 
investment should have priority in the general interest. We believe, however, that 
this difficulty does not yet exist, e.g. in view of floods which could be avoided by 
public works on river banks etc. RHEIN thus concludes that also the control of the 
capital market is only justified for developed countries in war and other emergency 
times. He comes to the conclusion that to fiscal policies, if restricted to simple basic 
systems, must be attached the greatest importance in comparison with the other 
instruments of investment planning. But he thinks that there are three conditions 
for efficient fiscal policy: 1. the fiscal burden of a country must be high enough, i.e. 
25-35% of national income, because only under this condition savings of taxes \ aii’ 
be considered sufficient incentives for investments and savings. 2. the tax charge 
must not be altered or must even slowly be reduced because rising taxes mean 
reduction of profits in the future, and 3. taxes must consist mainly of direct taxes 
on income. Otherwise, fiscal investment policy will have the same difficulties as in 
France where taxes are mainly indirect taxes. 

In general, RHEIN comes to the conclusion that there are only very few efficient 
instruments for an investment policy in a developed market economy. But dis- 
cussions in Parliament can contribute to the effect, as happened in France, that 
investment plans are understood by the public and executed, whereby investment 
policies play only a subsidiary role. Investment planning in developed countries is 
genera!ly restricted to times of scarcity and lack of goods whereas in nearly all the 
underdeveloped countries it is common practice. RHEIN thinks that it is surely 
justifiable there, although the problem if government decisions on the future 
structure of the economy are rational or not has not been solved yet. This is 
doubtless true if we think of the waste committed by the Government KusitscHEK 
in Brazil with the transfer of the capital to the scarcely populated interior and the 
construction of roads in even less populated areas which will soon be covered by 
the bush again. Just as happened in France, changes of government often led to 
popular measures in order to satisfy the electorate and parties. Selfish groups got 
command in Parliament and Government so that they could delay or prevent 
measures which would have been necessary to take according to a rational 
investment policy. But there is no doubt that investment planning has to play a 
very important role in underdeveloped countries, as RHEIN is justly stating, so that 
we hope to be able to review very soon the forthcoming volumes of this series 
edited by Professor Voicr. 


Research Associate, Harvard University RALPH VON GERSDORFF 
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DaniEL L. SPENCER. India, Mixed Enterprise and Western Business.— 
Experiments in controlled change for growth and profit. The Hague, 1959. 
Martinus Nijh@l. 252 pp. hfl. 15.75 


India, with her planned developmental efiorts, has created a world-wide 
irerest in her economy. This is amply borne cut by ever-increasing literature on 
the subject. This trend is encouraging from Indian point of view—both theo- 
retical and practical. On the theoretical side, India stands to gain by the results 
of research on her social and economic problems, and in the practical field the 
dissemination of knowledge about her problems and policies is likely to result in 
larger capital inflows. A rather distressing feature of all such literature, however, 
is that both quality and authenticity are at a premium. 

The book under review is a praiseworthy effort by Mr. Spencer. For the 
first time economics of the mi -d enterprise in a developing economy has been 
made the exclusive subject-matter of a book. The objective of this study is “to 
examine India’s experiments in mixed enterprise as a case study in combinations 
of government, at the central and state level, with private interests, both do- 
mestic and foreign’? (p. 6). Combinations which are international in character 
are of main concern ‘‘because of their obvious importance...’ For the purpose 
of this study, mixed enterprise is ‘defined rather narrowly as public and private 
participations in the equity capital of a corporate enterprise”’ (p. 7). 

After a discussion of the economic and constitutional frame-work within which 
India works, the author has described the historical evolution of industries in 
India—both in private and public sectors. Much of this material, however, is 
text-bookish and such as would seem superficial to even a casual observer of 
Indian economy. This is followed by a largely cumbersome and abortive digres- 
sion into the terminological and theoretical fields of mixed enterprise (Chaps. IV 
and V). Mr. SPENCER, then, attempts a comprehensive description of Mixed 
(Inter-sector combinations of two or more components exclusively consisting of 
domestic elements), Composite (Inter-sector combinations of two or more compo- 
nents, at least one of which is foreign), and Joint (Intrasector combinations within 
the private sector or the public sector) Enterprises in India. Part III details the 
advantages of such enterprises to the domestic private and public interests as also 
to their foreign counterparts. A number of tables giving useful information about 
Indian economy and its working are appended to the book. 

The main conclusion that Mr. SPENCER ‘reaches is: through the medium of 
mixed enterprise, a new pattern of public-private ownership is “eing evolved 
in India. The old colonial type of domination of foreign capital over its domestic 
counterpart and the other case of a minimal participation of foreign interests are 
converging on a mutually beneficial participation on the basis of equality. ‘““The 
potential for foreign investment under such conditions may well grow from the 
few awkward pioneer attempts of the present to an established method of doing 
business and a broad channel for the flow of private capital from the West to 
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Asia.” One would like to share author’s optimism in this regard. Current policy- 
trends in under-developed countries including India, however, p#int towards a 
different direction. Under the stress of sircumstances these countries might make 
big concessions to foreign investors. Vut their longterm policies do not admit of 
such collaboration on any significzAit scale. India, for instance, has made no 
secret of her intentions to enlarge pfogressively the public participation in almost 
anything and everything that the foreign investor might feel interested in. 

The reviewer finds it a little difficult to appreciate the inclusion of chap. IV, 
part II. By and large it seems /edundent. To indulge in lengthy discussions on 
the legal background of the corporate enterprise and in the elaboration of classi- 
ficatory scheme of the mixed. enterprise, is to make an otherwise readable book 
unwieldy. As already pointed out the treatment of the factural material about 
India is text-bookish (chaps. II and III). Likewise, the discussion on the relative 
merits and demerits of mixed enterprise is carried on, on none too high an aca- 
demic plane (pp. 195-207). 

Mr. SPENCER deserves praise for exhibiting originality in choosing the subject 
of mixed enterprise for his book. He must have done hard work in collecting, 
sifting and analysing the mass of data therein. The utility of his work, however, 
is strictly limited ty the Western businessman who might be planning to invest 
in India. But he, t60, perhaps has his own and probably better sources of infor- 
mation. 


Aligarh Muslim University, Maumoop A. Raz 
Department of Economics 
Aligarh, UP, India 


Erik THORBECKE. The Tendency towards Regionalization in nternational 
Trade, 1928-1956. The Hague 1960. Martinus Nijhoff. 223 pp. hfl. 25.- 


The author undertook an arduous task to analyse the main changes in the 
network of world trade between 1928 and 1956. The book is written in the tradition 
of a number of studies undertaken by the League of Nations during the 1930’s and 
early 1940’s, and more recently by the un. The objective of these studies is to 
outline in broad strokes the main tendencies in the pattern of economic intercourse 
among nations. 

The seemingly perennial tendency of nations to form blocs found its peculiar 
expression in regionalization of international commerce and payments during the 
past few decades. Within that context, THORBECKE analyses the changes in the 
network of global trade. After examining the trade pattern in ten major “‘trade 
areas’’, the author focuses his attention on three main “‘regions’’: Continental 
Europe, Sterling Area, and the Dollar Bloc. He concludes that following World 
War nr, the tendency towards ‘‘empire trading”’ became intensified and broadened 
geographically. 
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According to THORBECKE, the fear that trade relations would stagnate within 
and among exclusivist regional clubs did not materialize. In most instances, 
regional agreements freed trade and payments internally, and did not interfere 

with the reduction of barriers to transactions with the outside world. He suggests 
that “‘...the regional approach could actually be an important link in the formation 
/ of a new world-wide system”’ (p. 206). These conclusions have important impli- 





cations for the future trade policies of the us which in the past decades took a 

/ reserved attitide towards regional approach to world trade. 
The thesis of ‘‘a tendency towards regionalization...’’ is pliable in the hands 
of the author, permitting him to give a meaningful interpretation of the actual 


| trade pattern. In the light of empirical evidence, Chapter vu (“‘Economic Re- 


gionalism; Critical Evaluation and Future Prospects’’) is a valuable contribution 
of an empiricist to the presently stagnant discussion of the economic nature of 
regionalism. 

Perhaps the main weakness of the book is its unconcern with the sharply 
delineated region polarized around Russia by the centripetal political force. In 
an economic sense, the regions studied by THORBECKE are not well defined points 
in space, but only groupings which overlap on the peripheries. This overlapping 
is apparently increasing among the regions of the noncommunist world. As 
suggested by the author himself, Sterling Bloc is dissipating due to the weakening 
of mutually advantageous ties between the center and the periphery; even 
European regionalism, though expanding geographically, seems to be shrinking 
in its economic significance as trade with the outsiders expands. But the periphery 
of Russia, both the inner circle of “‘Soviet Republics’? and the outer circle of 
‘‘satellites’’, remains segregated from the peripheries of other regions. A contrast 
between the regionalism based predominantly of political power and the region- 
alism where political factors are in a free play with economic and geographic 
factors would have been most enlightening. In the book, statistical tables usually 
give the figures for the Soviet Bloc, but the reader has to interpret for himself the 
role of the Bloc in global trade. 

To conclude, THORBECKE’s work could provide a good background for more 
detailed studies. It would certainly help the student of international relations of a 
particular country or region to gain a proper perspective by identifying his tiny 
speck within a meaningful mosaic of world trade. 


Boston College ViaApimMIR N. BANDERA 
Chestnut Hill, Mass. (USA) 
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